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INNOVATION ACT 


TUESDAY, OCTOBER 29, 2013 

House of Representatives 
Committee on the Judiciary 
Washington, DC. 


The Committee met, pursuant to call, at 10:10 a.m., in room 
2141, Rayburn Office Building, the Honorable Bob Goodlatte 
(Chairman of the Committee) presiding. 

Present: Representatives Goodlatte, Sensenbrenner, Coble, 
Smith, Bachus, Issa, Forbes, King, Franks, Jordan, Poe, Chaffetz, 
Marino, Gowdy, Labrador, Farenthold, Holding, Collins, DeSantis, 
Smith, Conyers, Watt, Lofgren, Cohen, Johnson, Chu, Deutch, 

Staff present: (Majority) Shelley Husband, Chief of Staff & Gen- 
eral Counsel; Branden Ritchie, Deputy Chief of Staff & Chief Coun- 
sel; Allison Halataei, Parliamentarian & General Counsel; Vishal 
Amin, Counsel; Kelsey Deterding, Clerk; (Minority) Perry 
Apelbaum, Minority Staff Director & Chief Counsel; Danielle 
Brown, Parliamentarian; Stephanie Moore, Counsel; and Jason 
Everett, Counsel. 

Mr. Goodlatte. Good morning. The Judiciary Committee will 
come to order. 

And, without objection, the Chair is authorized to declare re- 
cesses of the Committee at any time. 

Before we begin, I want to take a moment and acknowledge a re- 
cent milestone for the former Chairman of the Judiciary Com- 
mittee, the gentleman from Michigan, Mr. Conyers. 

During the month of September, when we were focused on other 
things that were perhaps not as important as this, we overlooked 
the fact that Mr. Conyers surpassed Sam Rayburn as the fifth long- 
est serving Member of the U.S. House of Representatives in our 
Nation’s entire history. So we commend the gentleman from Michi- 
gan for this achievement. And thank him for the pleasure of work- 
ing with him for so many years. 

Mr. Conyers. Thank you, sir. Thank you very much. [Applause.] 

Mr. Goodlatte. Do you want to say something? 

Mr. Conyers. Chairman Goodlatte that 

Mr. Goodlatte. Without objection, the gentleman is recognized 
to explain that. 

Mr. Conyers. Yes. [Laughter.] 

Chairman Goodlatte, this is a surprise and a privilege of working 
here in the House. 


( 1 ) 
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I came here when Manny Cellar was the Chairman, and it was 
the Committee that I wanted to serve on. And, I must admit, it 
was — the civil rights issues were very prominent at that time. And 
I’ve enjoyed it ever since and that includes during your chairman- 
ship as well. And I thank you very much for your generosity. 

Thank you. 

Mr. Goodlatte. The Chair thanks the gentleman and thanks 
him for making that wise decision. 

Today we are here to discuss H.R. 3309, the “Innovation Act.” 
The enactment of this bill is something I consider central to U.S. 
competitiveness, job creation and our Nation’s future economic se- 
curity. This bill takes meaningful steps to address the abusive 
practices that have damaged our patent system and resulted in sig- 
nificant economic harm to our Nation. 

During the last Congress, we passed the America Invents Act. 
Many view the AIA as the most comprehensive overhaul to our pat- 
ent system, since the 1836 Patent Act. However, the AIA was, in 
many respects, a prospective bill. 

The problems that the Innovation Act will solve are more imme- 
diate and go to the heart of current, abusive patent litigation prac- 
tices. This bill builds on our efforts over the past decade. It can be 
said that this bill is the product of years of work. We have worked 
with Members of both parties in both the Senate and the House, 
with stakeholders from all areas of our economy and with the Ad- 
ministration and the courts. 

To ensure an open, deliberative and thoughtful process, we held 
hearings and issued two public discussion drafts, in May and Sep- 
tember of this year, which led to the formal introduction of the In- 
novation Act last week. 

Abusive patent litigation is a drag on our economy. Everyone 
from independent inventors to startups to mid- and large-size busi- 
nesses face this constant threat. The tens of billions of dollars 
spent on settlements and litigation expenses associated with abu- 
sive patent suits represent truly wasted capital. Wasted capital 
that could have been used to create new jobs, fund research and 
development, and create new innovations and technologies that 
promote the progress of science and youthful arts. 

Within the past couple years, we have seen an exponential in- 
crease in the use of weak or poorly-granted patents to send out 
purposely evasive blanket demand letters or file numerous patent- 
infringement lawsuits against American businesses with the hopes 
of securing a quick payday. Many of these abusive practices are fo- 
cused not just on larger companies, but against small- and me- 
dium-sized businesses as well. These suits target a settlement just 
under what it would cost for litigation, knowing that these busi- 
nesses will want to avoid costly litigation and probably pay up. 

Such abusive patent suits claim ownership over basic ideas such 
as sending a photocopy to email, aggregating news articles, offering 
free Wi-Fi in your shop, or using a shopping cart on your website. 
Something is terribly wrong here. The patent system was never in- 
tended to be a playground for litigation extortion or frivolous 
claims. 

One egregious example is of a company that has been suing 
small app developers and end users over a vaguely worded patent 
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that claims that any app that allows for in-app purchases violates 
their patent. This early-90’s patent apparently discusses a method 
for providing remote customer feedback using a fax machine. 

Though their patent may not be novel or nonobvious, they made 
their first obvious error just last month, when they sent Martha 
Stewart a demand letter asking for $5,000 for each of her com- 
pany’s four apps. Instead of paying up, Ms. Stewart filed a declara- 
tory judgment action in Federal court in Wisconsin. Fortunately, 
Ms. Stewart chose to fight. Unfortunately, many small businesses 
simply do not have the resources to do so and must capitulate to 
this type of patent extortion. 

The Innovation Act contains needed reforms to address the 
issues that businesses of all sizes and industries face from patent- 
troll-type behavior, while keeping in mind several key principles in- 
cluding targeting abusive behavior rather than specific entities, 
preserving valid patent enforcement tools, preserving patent prop- 
erty rights, promoting invention by independents and small busi- 
nesses, and strengthening the overall patent system. Congress, the 
Federal courts and the PTO must take the necessary steps to en- 
sure that the patent system lives up to its constitutional 
underpinnings. 

And let me be clear about Congress’ constitutional authority in 
this area. The Constitution grants Congress the power to create the 
Federal courts, and the Supreme Court has long recognized that 
the prescription of court procedures falls within the legislative 
function. To that end, the Innovation Act includes heightened 
pleading standards and transparency provisions requiring parties 
to do a bit of due diligence upfront before filing an infringement 
suit is just plain common sense. 

It not only reduces litigation expenses, but saves the courts time 
and resources. Greater transparency and information makes our 
patent system stronger. 

The Innovation Act also provides for more clarity surrounding 
initial discovery, case management, joinder, and the common law 
doctrine of customer stays. The bill’s provisions are designed to 
work hand-in-hand with the procedures and practices of the Judi- 
cial Conference including the Rules Enabling Act and the courts, 
providing them with clear policy guidance while ensuring that we 
are not predetermining outcomes. And that the final rules in the 
legislations’ implementation in the courts will be both deliberative 
and effective. 

We can take steps toward eliminating the abuses of our patent 
system, discouraging frivolous patent litigation and keeping U.S. 
patent laws up-to-date. Doing so will help fuel the engine of Amer- 
ican innovation and creativity, creating new jobs and growing our 
economy. 

I look forward to hearing from all of our witnesses on the Innova- 
tion Act and the issue of abusive patent litigation. 

And it’s now my pleasure to recognize the Ranking Member, the 
gentleman from Michigan, Mr. Conyers, for his opening statement. 

Mr. Conyers. Thank you. Chairman Goodlatte. 

Members of the Committee, there are few economic issues our 
Committee will face that are more important than whether and 
how to reform our patent laws. 
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Intellectual property, principally patents, are responsible for 
nearly one-third of all the jobs in U.S. economy. Our patent system, 
while not perfect, is the envy of the world and perhaps the most 
significant driver of growth in our economy. 

I believe that issues of non-practicing entities, or the so-called 
patent trolls, present unique problems that are worthy of congres- 
sional attention. There is a disconnect when shell corporations with 
little or no assets can threaten thousands of small end users with 
ill-conceived patent litigation over ordinary business practices. If 
we don’t know who these shell companies are, if the shell compa- 
nies have no operating businesses or assets and if they are given 
free license to engage in endless and costly discovery we have a 
problem that requires our attention and legislation. 

But, at the same time, we need to be careful in addressing these 
problems. Our first rule should be to make sure we do no harm to 
our patent system or take any actions which unintentionally dis- 
courage innovation or increase litigation. As the former director of 
Patent and Trademark Office, David Kappos, reminds us: we are 
not just tinkering with any system here. We’re reworking the 
greatest innovation engine the world has ever known almost in- 
stantly after it has been significantly overhauled. 

If there were ever a case where caution is called for, this is it. 
And, in this regard, I don’t see any reason why we should be con- 
sidering amending the fee-shifting statute, when the Supreme 
Court has just agreed to take up the very issue. Similarly, I see 
no rush to expand the use of business-method patents when the 
PTO and the courts are just now beginning to review cases brought 
under the law we just passed. Any changes we make must be care- 
fully balanced and consistent with our principles and constitutional 
imperatives. 

For 80 years we’ve asked our Federal judges, the experts on liti- 
gation, to develop rules for their own court rooms. That system has 
worked well and I see no reason to abrogate the principle of sepa- 
ration of powers now. And, if we’re going to consider crafting new 
rules on discovery, stays and joinder, we should insist that the 
rules work the same for all parties, plaintiffs and defendants. 

Nor should we be crafting a series of special carve-outs from the 
legislation for the pharmaceutical industry. The last thing we need 
to do is to create two systems of patent laws, one for the pharma- 
ceuticals and one for everybody else. 

We cannot lose sight of the single most important problem, to 
me, that’s facing our patent system today: the continuing diversion 
of patent fees. The most effective step we can take in responding 
to abusive patent litigation is making sure poor-quality patents are 
not issued to begin with. To do that, we need to give our examiners 
the resources they need to review and analyze the hundreds of 
thousands of complex and interrelated patent applications they re- 
ceive every year. 

And that’s why yesterday, along with my colleagues. Representa- 
tives Watt and Issa and Collins, we’ve introduced bipartisan legis- 
lation, the Innovation Protection Act, which does exactly that on a 
permanent and statutory basis. This will apply regardless of the se- 
quester or any future shutdowns. And I stand ready, able and will- 
ing to work with Members on both sides of the aisle in tackling 
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these problems. But I would urge my friend the Chairman to move 
cautiously, carefully and deliberately. 

And I thank you for the opportunity to deliver my statement. 

Mr. Goodlatte. Well, thank you, Mr. Conyers. 

And we’ll now turn to the Chairman of the Subcommittee on 
Courts, Intellectual Property, and the Internet, Mr. Coble of North 
Carolina, for his opening statement. 

Mr. Coble. I thank the Chairman. Good morning. 

Good morning to our panelist and those in the audience. 

Mr. Chairman, today we are here to build on our work to ensure 
that the U.S. patent system operates fairly for all parties in the 
context of litigation and in our courts. 

Abusive patent litigation is a scourge. It is the product of those 
taking advantage of loopholes in the current system to engage in 
what amounts to litigation extortion. H.R. 3309: the Innovation 
Act, builds on the work of the Leahy-Smith America Invents Act, 
the AIA, from 2011 and previous Congresses. 

The AIA was the most substantial reform to U.S. patent law 
since the 1836 Patent Act. While the AIA rewrote the underlying 
patent law and procedure at the PTO, the dramatic rise in abusive 
patent litigation over the last several years necessitates our work 
to address patent-litigation reform measures. 

I call all of my fellow Members and stakeholders, Mr. Chairman, 
to continue working with us in a thoughtful and deliberative man- 
ner as we address abusive patent litigation. The rules that we put 
into place address some of the most abusive patent practices, but 
will apply to all patents. And so, it is important that we work col- 
laboratively with the Administration and the Senate to ensure 
that, similarly to the AIA, we are enacting meaningful reforms that 
set patent litigation on the right track for decades to come. 

American innovation cannot be held hostage to frivolous litiga- 
tion from weak or overbroad patents. Companies are shutting down 
and folks are losing jobs. To ensure that the American economy 
does not suffer, due to legal gamesmanship that is currently taking 
place, enacting the Innovation Act, in my opinion, will be vital. 

I hope to hear more today from our witnesses on the steps that 
need to be taken to promote America’s innovation economy and cre- 
ate jobs. 

Again, Mr. Chairman, thank you for calling the hearing and I 
yield back. 

Mr. Goodlatte. The Chair thanks the gentleman. 

And is now pleased to recognize the Ranking Member of the Sub- 
committee, the gentleman from North Carolina, Mr. Watt for his 
opening statement. 

Mr. Watt. Thank you. Chairman Goodlatte. 

And let me join with you in congratulating our colleague Mr. 
Conyers on his historic accomplishment today. 

I appreciate the opportunity to thank and welcome all the wit- 
nesses and especially to welcome back the former Undersecretary 
of Commerce and director of the United States Patent and Trade- 
mark Office, David Kappos. He’s been a tremendously valuable re- 
source to me, my staff and other Members of the Intellectual Prop- 
erty Subcommittee and this full Committee. And I want to thank 
him for his continued generosity of time and expertise. 
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I supported the America Invents Act and actively participated in 
its development through bipartisan Member meetings as well as 
joint meetings with stakeholders and Administration officials. The 
reforms enacted in the America Invents Act were designed to equip 
the PTO to deliver better quality and more efficient services to the 
innovative Americans who rely upon the office to evaluate and 
process their patent claims fairly. 

The USPTO is ground zero in our efforts to maintain a world- 
class patent system. But, in order to protect our innovators from 
false reliance on bad patents, costly litigation in the Federal courts, 
services that are not commensurate with the fees they pay, and a 
full range of other negative things, we must find the political cour- 
age to fully fund the PTO. That is why I was happy to join with 
Mr. Conyers and my republican colleagues, Mr. Collins and Mr. 
Issa, in introducing the Innovation Protection Act. Guaranteeing 
that our inventors — whether large or small, whether individuals, 
businesses, or universities — get the services they pay for is not a 
complicated proposition. 

Congress has studied and acknowledged the adverse effects of de- 
priving the PTO of needed resources, for years. It’s good policy with 
virtually universal support. And the time to deliver is overdue. And 
I hope that all Members of this Committee will join as cosponsors 
of our bill and that this Committee will act on our legislation 
promptly. 

The problem we confront with the so-called patent trolls, while 
real, is not, in my opinion, not nearly as enormous as it has been 
portrayed, nor as urgent. The GAO dutifully fulfilled its mandate 
to assess the consequences of patent litigation by non-practicing en- 
tities. 

The takeaway from that study was that operating companies 
fight more among themselves and brought the bulk of the patent 
lawsuits examined over a period of years. And that the non-prac- 
ticing entities brought only a fraction of cases, but engage in litiga- 
tion tactics that pose some unique challenges. These unique chal- 
lenges will undoubtedly require equally unique solutions, not solu- 
tions that could have an adverse impact on all litigants. 

While the Chairman’s bill proposes a number of creative solu- 
tions, we need to carefully examine how they will effect not only 
the bad actors, but how they will effect all participants in the pat- 
ent system. And, while the Chairman released two discussion 
drafts, prior to introducing his bill, to date the process of devel- 
oping and testing these legislative proposals has been, quite frank- 
ly, both insular and disappointing. 

While I support some of the concepts in H.R. 3309, I worry about 
the interaction and execution of some of its particular provisions 
and question the wisdom of others. In the meantime, we risk jeop- 
ardizing comity with the Federal Judiciary with overly prescriptive 
mandates, losing the trust and confidence of the small and inde- 
pendent innovators with unbalanced remedies that leave them out 
of the equation, and even worse we run the risk of enacting meas- 
ures that could not only be ineffective, but could exacerbate the 
current problem or invite new unintended problems. 

One need only look to the joinder provisions incorporated at the 
eleventh hour in the America Invents Act. These joinder provisions 
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were intended to disrupt the practice of joining unrelated defend- 
ants in a single case. In that respect, the joinder rules were suc- 
cessful. But the unintended, yet, upon reflection, not entirely un- 
predictable consequence has been an explosion of litigation against 
single defendants. 

There are multiple credible and thoughtful stake holders who 
have expressed grave reservations about one provision or another 
in the Chairman’s bill. These concerns should not be dismissed as 
opposition or obstructionism. Reflection is much needed here. And 
I hope that moving forward here, there will be in-depth, construc- 
tive and open reflection and engagement. 

We have spent a considerable amount of time in various hearings 
discussing, even arguing about, the problem. I urge the Chairman 
to devote at least a comparable amount of time to evaluating these 
very discreet and unrelated proposed solutions. 

I look forward to hearing from the witnesses and yield back. 

Mr. Goodlatte. The Chair thanks the gentleman. 

And without objection, all other Members’ opening statements 
will be made a part of the record. 

[The prepared statement of Mr. Watt follows:] 

Prepared Statement of the Honorable Melvin L. Watt, a Representative in 

Congress from the State of North Carolina, and Member, Committee on 

the Judieiary 

Thank you, Chairman Goodlatte. 1 appreciate the opportunity to thank and wel- 
come all the witnesses and especially welcome hack the former Under Secretary for 
Commerce and Director of the United States Patent and Trademark Office 
(USPTO), Dave Kappos. He has heen a tremendously valuable resource to me, my 
staff and other members of the Intellectual Property Subcommittee and this Com- 
mittee and I want to thank him for his continued generosity of time and expertise. 

I supported the America Invents Act (AIA) and actively participated in its devel- 
opment through bipartisan Member meetings, as well as joint meetings with stake- 
holders, congressional leadership and Administration officials. The reforms enacted 
in the AIA were designed to equip the PTO to deliver better quality and more effi- 
cient services to the innovative Americans who rely upon the Office to evaluate and 
process their patent claims fairly. The USPTO is ground zero in our efforts to main- 
tain a world-class patent system. But in order to protect our innovators from false 
reliance on bad patents, costly litigation in the federal courts, services that are not 
commensurate with the fees and a full range of other negative outcomes, we must 
find the political courage to fully fund the PTO. 

That is why I was happy to join with Mr. Conyers and my Republican colleagues, 
Mr. Collins and Mr. Issa, in introducing the “Innovation Protection Act.” Guaran- 
teeing that our inventors, whether large or small, whether individuals, businesses 
or universities, get the services they pay for is not a complicated proposition. Con- 
gress has exhaustively studied and acknowledges the adverse effects of depriving 
the PTO of needed resources for years. Its good policy with virtually universal sup- 
port and the time to deliver is overdue. I hope that all members of this Committee 
will join as cosponsors of our bill and that this Committee will act on our legislation 
promptly. 

The problem we confront with the so-called “patent trolls,” while real, is not, in 
my opinion, nearly as enormous as it has been portrayed, nor is it as urgent. The 
GAO dutifully fulfilled its mandate to assess the consequences of patent litigation 
by Non-Practicing-Entities (NPEs). The take away from that study was that oper- 
ating companies fight more among themselves and brought the bulk of the patent 
lawsuits examined over a period of years and that NPEs brought only a fraction of 
cases but engage in litigation tactics that pose some unique challenges. These 
unique challenges will undoubtedly require equally unique solutions, not solutions 
that could erect unfair barriers that impact all litigants. 

While the Chairman’s bill proposes a number of creative solutions, we need to 
carefully examine how they will affect not only the bad actors, but how they will 
affect all participants in the patent system. And while the Chairman released two 
discussion drafts prior to introducing his bill, to date the process of developing and 
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testing these legislative proposals has been, quite frankly, both insular and dis- 
appointing. 

While I support some of the concepts in HR 3309, I worry about the interaction 
and executive of some of its provisions and question the wisdom and workability of 
others. In the meantime, if we move forward precipitously with this bill, we risk 
jeopardizing comity with the federal judiciary with overly prescriptive mandates, 
losing the trust and confidence of the small and independent inventors with unbal- 
anced remedies that leave them out of the equation and, even worse, we run the 
risk of enacting measures that could not only be ineffective but could exacerbate the 
current problem or invite new, unintended problems. 

One need only look to the joinder provisions incorporated at the eleventh hour 
into the AIA. These provisions were intended to disrupt the practice of joining unre- 
lated defendants in a single case. In that respect the joinder rules were successful. 
But the unintended (yet, upon reflection, not entirely unpredictable) consequence 
has been an explosion of litigation against single defendants. 

There are multiple, credible and thoughtful stakeholders who have expressed 
grave reservations about one provision or another in the Chairman’s bill. These con- 
cerns should not be dismissed as opposition or obstructionism. Reflection is much 
needed here. And, I hope that moving forward there will be in-depth, constructive 
reflection and open engagement. We have spent a considerable amount of time in 
various hearings, discussing, (even arguing about) the problem. I urge the Chairman 
to devote at least a comparable amount of time to evaluating these very discrete 
and unrelated proposed solutions. 

I look forward to hearing from the witnesses and yield back. 


Mr. Goodlatte. We welcome our panel today. 

And, if you would all rise, I will begin by swearing in the wit- 
nesses. 

[Witnesses sworn.] 

Mr. Goodlatte. Thank you. 

Let the record reflect that all the witnesses responded in the af- 
firmative. And I’ll begin by introducing them. 

Our first witness is Mr. Krish Gupta, Senior Vice President and 
Deputy General Counsel of EMC Corporation. In his position, Mr. 
Gupta manages a worldwide portfolio of IP and technolo^ licens- 
ing, including patent and trademark prosecution and IP litigation. 

Prior to his position at EMC, he served 10 years as senior coun- 
sel at Digital Equipment Corporation. He is a registered patent at- 
torney and currently serves on the board of directors at the Intel- 
lectual Property Owners Association and at the Association of Cor- 
porate Counsel, Northeast Chapter. 

Mr. Gupta received his J.D. from Suffolk University Law School; 
MBA from the University of South Carolina, Columbia; M.S. in 
electrical engineering from Clemson University; and his Bachelor’s 
Degree from the Birla Institute of Technology and Science. 

Our second witness is Mr. Kevin Kramer. Mr. Kramer is vice 
president and deputy general counsel for intellectual property at 
Yahoo! where he is responsible for all intellectual property matters 
including the defense of the company in patent infringement cases. 

Prior to joining Yahoo!, Kevin was a partner at the law firm 
Pillsbury Winthrop Shaw Pitman representing both plaintiffs and 
defendants in a wide range of patent litigation. 

Kevin has also extensive government and international experi- 
ence. He worked for several years as an associate solicitor for the 
U.S. Patent and Trademark Office. In that capacity he represented 
the USPTO in more than 20 direct appeals before the U.S. Court 
of Appeals for the Eederal circuit and in numerous civil actions be- 
fore the U.S. District Court for the District of Columbia. 



9 


Kevin also worked for several years as a legal officer in the Pat- 
ent Cooperation Treaty Legal Division of the World Intellectual 
Property Organization in Geneva, Switzerland. 

Our third witness is the Honorable David Kappos. We welcome 
Mr. Kappos’ return in front of this Committee. He served as the 
Undersecretary of Commerce for Intellectual Property and Director 
of the United States Patent and Trademark Office from August 
2009 to January 2013. He is currently a partner in the law firm 
of Cravath, Swaine & Moore. 

Before joining the PTO, Mr. Kappos led the intellectual property 
law department at IBM, serving as vice president and assistant 
general counsel for IP. During his more than 25 years at IBM, he 
served in a variety of roles including litigation counsel and Asia- 
Pacific IP counsel, based in Tokyo, Japan, where he led all aspects 
of IP protection activity for the Asia-Pacific region. 

Mr. Kappos received his Bachelor of Science degree in electrical 
and computer engineering from the University of California at 
Davis in 1983; and his law degree from the LJniversity of Cali- 
fornia, Berkley, in 1990. 

Our fourth witness is Mr. Robert Armitage. Over the past several 
decades, Mr. Armitage has been an active participant in formu- 
lating patent policy in the U.S. and abroad. And we are very happy 
to be bringing him back out of retirement for the day to testify in 
front of the Committee. 

Mr. Armitage previously served as senior vice president and gen- 
eral counsel of Eli Lilly and Company. Prior to this, he served as 
chief intellectual property counsel for the Upjohn Company and 
was a partner in the Washington D.C. office of Vinson & Elkins 
LLP. 

Mr. Armitage has served in as a past president of the American 
Intellectual Property Law Association and the Association of Cor- 
porate Patent Counsel. 

Mr. Armitage received his Bachelor’s Degree in physics and 
mathematics from Albion College, and his Master’s Degree and 
Law from the University of Michigan. 

Welcome to all of you. 

And we’ll begin with Mr. Gupta. 

And let me say that each of your written statements will be en- 
tered into the record in its entirety and we ask that you limit your 
testimony to a summary in 5 minutes or less. To help you stay 
within that time, there’s a timing light on your table. When the 
light switches from green to yellow, you will have 1 minute to con- 
clude your testimony. When the light turns red, it signals that the 
witness’ 5 minutes have expired. 

Now, Mr. Gupta, welcome. 

TESTIMONY OF KRISH GUPTA, SENIOR VICE PRESIDENT AND 
DEPUTY GENERAL COUNSEL, EMC CORPORATION 

Mr. Gupta. Chairman Goodlatte, Ranking Member Conyers and 
Members of the Committee. 

My name is Krish Gupta and I am senior vice president and dep- 
uty general counsel for EMC Corporation. I would like to thank you 
for the opportunity to testify today regarding patent litigation re- 
form and express EMC’s strong support for the Innovation Act. 
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Headquartered in Hopkinton, Massachusetts, EMC is a global 
leader in cloud computing as well as data storage, backup and re- 
covery systems. 

EMC has a keen interest in seeing that our patent system is ra- 
tional, fair and evenly balance. We create many innovations and 
look to the U.S. patent system to protect those innovations and the 
jobs that result from them. We have more than 3,600 U.S. patents. 

At EMC, I have worldwide responsibility for IP law and licensing 
matters including patent litigation. In my 20 years in this field, I 
have witnessed firsthand how our patent system has undergone 
transformation, not always for the better. Abusive patent litigation 
has swept our country, diverting billions of dollars from economic 
growth and innovation to battling frivolous suits filed by patent as- 
sertion entities or PAEs. 

Since 2005, EMC has been sued by PAEs over 30 times and has 
never found to have infringed. As a matter of principle we don’t 
settle frivolous suits, but defending those suits has cost us millions 
and has caused great disruption of our business, requiring our em- 
ployees to shift their attention from designing new products and 
growing the business to sitting in depositions or going to court. 

EMC is not alone in this regard. For us a typical PAE suit in- 
volves a shell company with secret backers created solely to file 
suits. The PAE often sues EMC and dozens of companies in sepa- 
rate suits that get consolidated for pretrial purposes. The complaint 
is often vague, provides little information about the specific in- 
fringement allegations. When cases are consolidated, we lose some 
of our due process rights. We are forced to compromise on defense 
strategies and incur additional legal fees in coordinating with oth- 
ers. 

Furthermore, PAEs try to pressure us into settlement by de- 
manding thousands of documents and emails during discovery, 
most of which are irrelevant to the suit and costly to produce. If 
we want a decision on the merits, we have to typically wait 2 years, 
spend millions and endure massive business disruption. Mean- 
while, the PAE has nothing to lose, with lawyers on contingency, 
and a steady income stream from defendants who have settled 
along the way. Faced with these choices, most defendants cave and 
are forced to settle. But we don’t. 

EMC supports the reform set forth in the Innovation Act. Five 
key elements of this bill are of particular importance to us. 

First, this bill ensures that PAEs have something to lose when 
they file meritless suits. We believe the fee-shifting provision will 
strongly discourage the filing of frivolous suits. 

Second, this bill levels the playing field by requiring disclosure 
of the real-party in interest and permitting joinder of that party. 
Entities that have a financial interest in a lawsuit should not be 
able to operate in secrecy. They should be part of the suit, subject 
to counter claims and liable for attorney’s fees for frivolous suits. 

Third, the bill recognizes the need to strengthen the specificity 
in pleadings for patent infringement cases. It ensures that a plain- 
tiff has in fact conducted pre-suit diligence and has a real basis for 
filing suit. 

Fourth, the legislation promotes certainty and discovery in pat- 
ent cases. Discovery has become a significant weapon in the arse- 
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nal of PAEs to try to extort cost of litigation settlements in 
meritless cases. 

Fifth, the bill protects end-user customers by providing explicitly 
that a manufacturer can intervene on behalf of and stay a case 
against a customer. PAEs sue customers in order to pressure the 
manufacturers to settle. This provision is a common sense ap- 
proach that will curb this particularly egregious tactic. 

In conclusion, EMC believes the Innovation Act must be enacted 
to restore accountability and balance back into the system to allevi- 
ate the unfair burdens that PAEs are able to put on hardworking 
companies that are the lifeblood of our economy. We believe that 
this legislation is essential to protecting America’s position as the 
most innovative nation in the world. We urge you to swiftly pass 
the Innovation Act and we stand prepared to help you in any way 
we can to bring a bill to the President’s desk in short order. 

Thank you and I look forward to your questions. 

[The prepared statement of Mr. Gupta follows:] 
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Cliaimian Goodlatte. Ranking Member Conyers, and Members of the Committee, my name is 
Krish Gupta, and I am Senior Vice President and Deputy General Counsel for EMC Corporation 
(EMC). First and foremost. I would like to express (iMC’s strong support for H R 3309. the 
Innovation Act, (“Innovation Act”) introduced by Chairman Goodlatte and a significant and 
impressive group of bipartisan Members of Congress The breadth and diversity of members 
who signed on to the legislation as original cosponsors is indicative of how widely recognized it 
is that there is a need for additional reform to our patent litigation system. We greatly appreciate 
the Interest that you. botlt individually and as members of the committee, have taken in this 
matter 

I am a registered patent attorney with 20 years of experience in patent law At EMC. I have 
worldwide responsibility for intellectual property (IP) law and technology licensing matters, 
including IP policy, patent and trademark prosecution, and IP litigation I would like to thank 
you for the opportunity to discuss the importance of patents to EMC, the current state of the 
patent litigation system, and the urgent need for the refomis enumerated in the Innovation Act 
This committee has consistently shown leadership in addressing the problems of the patent 
system, and today’s hearing topic is one that hits close to home for our company and the business 
community. The Innovation Act is a major step forward toward curbing abusive patent litigation 
and making it possible for innovators to focus on developing the next new technology, rather 
than defending lawsuits 

About EMCi 


EMC was founded in Newton, Massachusetts, in 1979 Early on, it developed memory upgrades 
for minicomputers By the late 1980s, the company sold advanced storage subsystems for 
minicomputers and solid-state mainframe .storage In late 1990, EMC introduced Symmetrix 
Integrated Cached Disk Array, which would become the most popular high-end storage system 
ever developed 

Since 2003, EMC has invested approximately $30 billion in research and development, as well 
as in acquisition of technologies that have revolutionized the world of information technology. 
These investments have enabled EMC to broaden our product portfolio, enter new market 
segments and expand our addressable market opportunity EMC has taken bold steps into 
software markets in backup, archiving and recovery management; information security, 
information protection, data analytics, information intelligence, resource management, network 
systems management, eDiscovery, governance, risk, and compliance; cloud computing; and 
server and desktop virtualization, among others Our 2004 acquisition of VMware, the global 
leader in vinualization, gives EMC tlte strongest vinualizalion portfolio in the IT industry by far 

Today, EMC is a global leader in enterprise scale information storage systems, backup and 
recovery systems, cloud computing. Big Data and IT backup and security solutions. We serve 
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the inlbmiation security market through our security division, RSA We also have a majority 
interest in Pivotal, another Silicon Valley-based business that provides the platform for next 
generation cloud computing and big data applications 

Headquartered in Hopkinton, Massachusetts, with additional concentrations of employees in 
California, North Carolina, Utah and Washington State, we employ approximately 61.000 people 
in 86 countries around the world We rank 133rd on the Fortune 500, based on 2012 revenues of 
$21 7 billion 

Imnortaiicc of Patents to EMC 

EMC's position of market leadership is the result of pioneering innovation, hard work, and 
substantial investment in new technologies Innovation and intellectual property are our 
lifeblood, our key to survival, and our future. We have a 34-year track record of anticipating 
future needs and building and acquiring the technology solutions to solve problems in new and 
innovative ways. 

EMC relies greatly on patent rights to establish and maintain our proprietary rights in our 
technology and products Our patent portfolio includes more than 3.600 issued U S patents and 
is regularly recognized as one of the strongest and most impactful in the information technology 
business Tliese patents cover EMC's many innovations, including the hardware and software 
technologies used in our diverse product and service offerings 

Patent Litigation is a Serious and Growing Problem 

The last several years have brought a dramatic increase in abusive patent litigation, which has 
significantly impacted EMC. our customers, and the entire business community The number of 
companies sued by patent assertion entities (PAEs) grew more than 400% from 2007 to 201 1 
and patent litigaUon costs have grown from $7 billion in 2005 to $29 billion in 201 1 ^ Abusive 
patent litigation is a costly and rapidly-growing problem that is stifling American innovation and 
job creation each and every day 

In 201 1. 2,150 unique companies were forced to defend 5,842 lawsuits initiated by PAEs.'’ 

These lawsuits have had significant impacts on large companies like EMC, but they have done 
much more profound damage to small- and medium-sized companies that lack the resources to 
counter these frivolous lawsuits. 55% of defendants accused of infringement by PAEs generate 
$10 million or less in annual revenue, and 66% make $100 million or less ^ Ihese are small, 
independent American innovators who are having their growth stifled by abusive patent 
litigation 

' Govctnntcnt Accounlabilin Office Asse:,sin^ AJftict Patvut injrmgemetu iMiypUftn Omld tkip 

Imprmv I'uliwOiiolUy GAO-n-165 August 2(1 1 3 Pnni 

"JanicsE Btssen&MicliaclJ. Meurer, Michael J . The Direct Costs from NPE Dispulc-S (June 2R. 20121- Cornell 
Law Revieu, VoL 9U. 20U. Foitlicointng , Boston Univ. Scliool ofLau. Law and Economics Research Paper No 
12-34 Axailable at SSRN. hllp*//5snicoiii/absmice=2()9l2inoi htlpy/d\.doi-Ofg/l02l39/55m 2091210 
‘Jd 

^ Colleen V Chica Piiicnl Trolls by Ihc NtimlKrs (Match 13. 20131 Sanla Claia Unit Legal Studies Rcscnich 
Paper No, OS-13 Atailableal SSRN- latp//ssnicoiiVnbstnicl^223304l or h0p://d\ doi.org/IO.2l39/ssm.223304l 
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It is important to clarify who PAEs are There is an important and legitimate role for patent 
litigation as a means for inventors to protect their technologies But we are not talking about 
those who legitimately seek to protect their inventions Patent assertion entities are not 
inventors, innovators, manufacturers, or creators of any kind They are. as Justice Kennedy 
described them, firms that “use patents not as a basis for producing and selling goods but, 
instead, primarily for obtaining licensing fees 

Many leading, innovative companies like ours are suffering losses due to unfair and abusive 
patent litigation tliat undercuts the fundamental objectives of our nation’s patent system Randall 
Rader, Chief Judge of the United States Court of Appeals for the Federal Circuit, recently co- 
authored a New York Times op-ed describing the current state of the patent litigation system; 

The onslaught of litigation brought by “patent trolls" — who typically buy up a slew of 
patents, then sue anyone and everyone who might be using or selling the claimed 
inventions — has slowed the development of new products, increased costs for 
businesses and consumers, and clogged our judicial system 

In the meantime, vexatious patent litigation continues to grind through our already 
crowded courts, costing defendants and taxpayers tens of billions of dollars each year and 
delaying justice for those who legitimately need a fair hearing of tlieir claims/’ 

The.se “vexatious" plaintiffs, as Judge Rader calls them, "filed the majority of the 4,700 patent 
suits last year — manv against small companies and start-ups that often can't afford to fight 
back”’ 

In 2012. PAEs initiated 62% of all patent litigation, up from 45% in 201 1 * What is perhaps 
even more astounding is that these lawsuits are not limited to technology companies. In fact. 
PAEs sued more non-tech companies than tech companies in 2012 ’ PAEs are targeting 
retailers, automotive manufacturers, financial services companies, even funeral homes and 
bakericsl 

Under the cunent system, with very little effort expense, or risk. PAEs are able to bring a wave 
of patent suits against a large number of defendants Companies have two very expensive 
options settle or fight The merits of the cases are often incidental because the suits impose 
great expense, internal disruption, and risk long before the merits of the cases are ever addressed. 
In this situation, most defendants choose to settle for some amount less than the cost of litigation, 
so the merits are never tried and PAEs move on to the next wave. But when cases are actually 


' eBay Inc v. MeirEcchanfie. LLC. . 547 U S 7% (21106) (Kernied)'. J.. coiiciimng) 

* Rmidatl R Rader. Coltecii V CIrieiL and Dar e HrKik "Make Patent Trolls Pay in Court. " Vte Verv lurk 
Thwx. Juiic 5, 2(U3 
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^ Colleen V. Cluciv Pnicnl Trolls by tlic Numbers (Matcli 13. 2(ll3) Snnln Clara Uiuv Lcj^ai Shirties Research 
Paper No 1)8-13. A\atlablen( SSRN iMlp //ssni.com/i^trBCl-2233(VH or blip //d\ doi oig/U)-2l39/$sni 2233rM I 
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decided in court, because PAEs so often assert weak patents. PAEs lose 92% of the time, 
compared to 60"/o for other plaintiffs.*" 

The above-described business model has proven to be very lucrative, leading to more and more 
PAE suits are being filed The situation has become a tax on legitimate business, and channels 
money away from real innovators 

The legal fees associated with responding to the cases are staggering It has been reported that 
the mean total litigation costs are $1 75 million for small- and medium-sized companies and 
$8 79 million for large companies" 

Patent assertion entities created $29 billion in direct costs in 201 1 alone. That number does not 
factor in broader costs, which have been estimated at $80 billion per year These broader costs 
include diversion of personnel and resources away from their normal functions, stock market 
reaction, and, most importantly, time and money spent fighting lawsuits that could be spent 
innovating, growing, and creating jobs It is also important to note that these dollars are not 
ending up in the hands of small inventors They are going to lawyers, and to large, publicly- 
traded PAEs whose profits depend on litigation outcomes 

The Innovation Act will help level the playing field by directly addressing abusive tactics that 
have been used by patent assertion entities to harass innovators It will thereby help strengthen 
our patent system and restore its rightful place as the envy of the world 

EMC's Exiiericiicc 

EMC has substantial experience with lawsuits brought by PAEs Since 2005, EMC has been 
sued by patent assertion entities more than thirty times, and has never been found to have 
infringed As a matter of principle, EMC does not settle unmeritorious suits To us, to do so 
would be tantamount to giving in to extortion. Yet defending against abusive litigation has cost 
us millions of dollars that could have been invested in growing our workforce or furthering 
innovation 

Before Congress passed the America Invents Act (“AIA”) in 201 1, PAEs usually sued EMC as 
one of many defendants in a lawsuit accusing disparate products While the AIA guaranteed 


John R- Allison, el at., t'aleiti {iiiatify anti Selilemctii . Imonji Recent Raicnt tMigmils. 99GEO L, K. 677. 094 
(201 1). see also Bnaii T Yclt Congressional Rcscnrcli Service. R42668. AnOvcn’icvv of die PalenI Trolls' 
Dc6mc'5(20l2) 

" Mines E, Besson & Micliael J Mourcr. The DiiccI Costs from NPE Disputes (Juno 28. 2012) Cornell Law 
Review Vol 99. 2014. Foilliconnng , Boston Univ Scliool of Law, Law and Econonucs Rosenreh Paper No 12-34 
Available nl SSRN Imp Wssnt conViibsirac(=2091210 or Imp r/dx doi orgrtO 2139/ssni.2091210 
James E Bcsseii. Jcnniror Ford & Michael J. Metircr. Tlie Pnvaie and Socinl Costs of PntonI Trolls. 

Regulaiion. 26 (Wimer 201 1-2(112); PatonI Frcodoiii 2012. "Littgalions Over Time.’* .ivailnblc ar 
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500 Expanded Effects of Patent Moneii/ation Enuues. UC Hasungs Rescaieh Papei No 45. 7 

(3013) av'ailablo at SSRN hllp://ssnLcoiii/iibslnict=2247l95 (patent inoneU/ation eiUibcs fded 58 7% of 
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EMC the right to be heard in its own trial, PAEs still sue scores of companies in waves, and the 
cases are typically consolidated at least for pretrial purposes. EMC must still spend time, 
resources, and energy analyzing vague complaints that are directed at vast technology areas, with 
an EMC product— sometimes seemingly chosen at random — inserted in the complaint It takes 
considerable time, expense, and effort to speculate what the plaintiff will argue infringes And in 
the process we waste the time of our engineers- — the lifeblood of our company — studying 
technical details of features that ultimately are not at issue in the case. 

EMC must still coordinate with joint defense groups often consisting of 30 members or more to 
try to hannonize codefendants' disparate interests in key areas. In large part due to these 
coordination issues, EMC spends between $100,000 and $150,000 per month in outside legal 
fees for routine administration of a patent suit. And at tlie end of the day, notwithstanding the 
provisions of the AlA. EMC is still denied its own voice on critical issues such as claim 
construction, ordinarily being required to share briefing and pages with scores of co-defendants 

Once a case heats up with discovery, depositions, expert reports and Markman hearings, tlte fees 
are typically in the range from $ 1 50,000 to $250,000 per month, or higher Added to this are 
expenses for outside vendors, experts, searching, etc. that may cost several hundred thousand 
dollars each And even after defendants have developed their core technical positions, we face 
major internal disruption to our businesses, engineers need to be taken away from their normal 
busy schedules to assist in the defense of the case, and many employees are burdened with 
searching for documents, preparing financial analysis, and conducting surveys, etc. In short, 
defendants can easily spend several million dollars in two years and undergo considerable 
internal disniption. and all of this occurs often without even having a hearing on the merits of the 
case. 

Moreover, the spate of lawsuits overwhelms the courts and impairs EMC’s ability to be heard on 
a timely basis on key issues In most of its cases, EMC is able to identify core, "silver bullet” 
reasons why EMC does not infringe, or why the patent is invalid There is no mechanism to 
have these arguments heard at an early stage, and so EMC is required to spend millions 
defending a case that plainly has no merit Even more problematic is the fact that issues that, 
even under current law, are supposed to be heard early in the case— such as motions to transfer 
or motions to dismiss for lack of standing — are being delayed, all because the courts are 
overwhelmed with the massive number of patent filings 

All of this increases the risks and costs for defendants — ^unfairly increasing the leverage of 
PAEs The only certainty, unfortunately, is that EMC will be required to litigate for years and 
spend several million dollars if it wishes a resolution on the merits Under current law, which 
requires that a case be “extraordinary" before attorneys' fees are awarded, EMC is rarely able to 
recover its fees spent during those years of litigation PAEs use this fact to negotiate 
extortionaiy settlements, often based on the high cost of litigation Indeed, some PAEs will 
negotiate scores of cost-of-litigation settlements with the majority of defendants, then simply 
dismiss the rest rather than proceeding with litigation Although this tactic demonstrates the 
frivolous nature of the lawsuit, defendants rarely have any recourse against these PAEs. 
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Adding to the lack of certainty is the disparate approaches to discovery taken by judges across 
the country, abetted by the lack of uniform national patent rules In a speech to the Eastern 
District of Texas Judicial Conference, Chief Judge Rader observed that discovery costs in 
intellectual property cases were almost 62% higher than in other cases Yet in a case brought 
by a PAE, these discovery costs are borne almost exclusively by defendants PAEs typically 
have few documents and fewer employees No matter how many discovery requests they are 
served, they can often simply produce all their documents in a single banker’s box There is a 
significant incentive for a PAE to tty to drown a large company defendant in discovery requests, 
seeking to force its engineers, its IT department, and its legal staff to unearth tens of thousands of 
requested documents 

These burdens are unnecessary and unwarranted In the same talk. Judge Rader observed that, 
based on one analysis, “ 0074% of the documents produced actually made their way onto the 
trial exhibit list^ — less than one document in ten thousand And "email appears even more 
rarely as relevant evidence Yet despite the irrelevance of most documents produced in 
discovery. PAEs still use the threat of exotbitant discovery costs to increase the incentives for 
large companies to settle 

In short, the system as it exists today is highly skewed. PAEs have significant leverage in the 
form of the ability to increase risk and costs on the part of defendants. But they share no part of 
the risk, and little pan of the costs. They are rarely held accountable for a defendant's attorneys' 
fees, even when the litigation they filed lacked any reasonable basis Because they do not make 
any products or sell any services, they are rarely subject to counterclaims, eliminating a typical 
equalizer in most patent litigation between competitors They may be thinly capitalized, 
rendering them judgment-proof in the event fees are awarded And the real party in interest — 
usually a third party with deep pockets who tiinded the PAE in the first place, and who retains a 
"back end" in proceeds of the litigation— need not be disclosed, and typically may not be joined 
in the litigation. All the risk is borne by the defendants, and none of it by the PAEs The 
Innovation Act addresses many of these core issues and will ultimately change the system for the 
better 

rhe Innovation Act 


H R 3309, the Innovation Act, makes significant strides to address the most egregious and 
established abuses of the current patent litigation system By taking a narrow focus on the 
problems plaguing the current system, the bill will help reinstate the balance and transparency 
necessary to ensure that the U.S remains the most innovative and competitive country in the 
world For purposes of my testimony, 1 would like to focus my attention on the subsections of 
the bill that are of partiailar relevance to EMC 


Cliicf Judge Randall B Rader, Tire Stale of Patent Litigation" (E.D Tex iudiciot Coufctciice. Sept 27, 2111 1) 
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Seclion 3(h). 

Of particular importance to EMC is the fee shifting provision in Section 3(b) of the bill We 
believe that this provision embodies the simplest way to discourage the filing of frivolous and 
abusive suits by imposing financial accountability in the patent system Under current law. 

EMC has found that judges almost never award attorneys’ fees to the prevailing party The 
Innovation Act makes awarding attorney's fees and other e.spenses the default rule, unless a 
party is substantially Justified in its position 

As 1 mentioned earlier, PAEs have little to lose when they file meritless lawsuits P.AEs typically 
cannot be countersued for patent infringement because they do not make or sell any products or 
services. Also, PAEs do not have major discovery burdens because they have very few 
documents, and often they could be contained in a single box at a single location Further, PAEs 
may have standard forms from previous waves of litigation on the same patent, so offensive 
discovery is usually very simple. 

On the other hand, defendants face daunting expenses, typically on the order of $150,000 to 
$250,000 per month, fora total of $3 million to $10 million per patent case Faced with this 
situation, it is little wonder that many defendants choose to settle and avoid further costs and 
disruption Yet cost-of-litigation settlements only encourage more frivolous suits. 

EMC has had more than its share of meritless patent cases filed against it In one case, EMC was 
sued by a PAE where there clearly was no infringement. In spite of many protests by EMC, tlie 
case dragged on for well over a year and cost EMC more than $1 million in legal fees The 
plainuff had nothing to lose, so it continued on until it finally concluded that EMC was never 
going to pay anything Finally, the plaintiff dismissed the suit, but EMC was unable to collect 
any fees it had spent. 

In another case, a PAE filed suit on a patent that had a restriction providing that if the patent was 
not co-owned with a second patent, it would not be enforceable EMC spent several hundred 
thousand dollars before we determined that the two patents were not co-owned The plaintiff 
immediately dismissed the suit, but we were not able to recover our fees and expenses These 
are costs that would have been avoided if plaintiff had conducted a basic investigation before 
filing suit. 

Fee shifiing is an important step toward reducing frivolous litigation because it raises the stakes 
for P.AEs that would file suits ivith little or no merit, and without doing extensive pre-filing 
investigations If PAEs potentially face the prospect of paying the legal fees incurred by 
defendants, they would be much less likely to pursue meritless cases 

Secliom 3(c) and ■). 

Sections 3(c) and 4 of the bill, requiring disclosure of the real party in interest and permitting 
joinder of that party, are also important to EMC because they allow EMC to recover fees, and to 
file counterclaims, against the entity that is truly behind the lawsuit PAEs are often shell 
companies, with another entity providing the financial backing for the case That entity may 
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receive a “back end" in proceeds of the litigation It may retain significant rights in the patent It 
may be directing the litigation in the background It may have granted licenses in the past, or 
committed to license its patents on reasonable and non-discriminatory terms 

This real party in interest should be required to be a party to the litigation. It should be liable tbi 
attorneys’ fees if it permits a meritless case to go forward .\nd it should be subject to 
counterclaims in the event the real party in interest is infringing claims of patents owned by the 
defendant in the litigation. These changes will give companies like EMC more leverage, 
leveling the playing field and bring more fairness to suits brought by PAEs 

Snbseclmn 3(a). 

Subsection 3(a) of the bill recognizes the need to strengthen the pleading requirements for patent 
infringement cases. Under current law, a patentee may file a complaint with sparse allegations 
that fail to provide any notice as to what products are being accused and precisely hovs they are 
alleged to infringe The result is that PAEs sue scores of defendants without taking the time to 
study and analyze infringement comprehensively They cast a broad net with very little if any 
pre-filing investigation 

Because PAEs do not specify the particular claims of infringement in detail, large companies 
with scores of products, each with hundreds of features, are left to guess as to what is being 
accused, and why Meanwhile, PAEs seek to avoid being pinned down, keeping their 
infringement allegations vague until the last possible moment This vagueness allows PAEs to 
extract cost-of-Iiligation settlements from defendants who cannot afford, or cannot risk, litigating 
a case whose core parameters remain in flux until the end. 

While current law does not require the disclosure of infringement theories in a plaintiff s 
complaint. Rule 1 1 does require that the plaintiff have conducted due diligence and arrived at a 
tenable, good-faith theory of infringement before filing suit The bill's heightened pleading 
requirement therefore, imposes no new burden on diligent plaintiffs; they merely need to 
disclose the results of their required analysis But the section will have a real elTecI on those 
plaintiffs who are not as diligent, barring them at the outset from tiling suit where they have 
conducted no proper due diligence and ensuring that the plaintiff has in fact conducted an 
analysis, and that the plaintilThas a real basis for filing suit 

SiihsecKon.'i 3(d) and 6(a). 

Subsections 3(d) and 6(a) together rationalize discovery in patent cases. Discovery has become a 
significant weapon in the arsenal of PAEs to try to exton cost-of-litigation settlements in 
meritless cases. Companies that sell innovative products and services are on uneven footing in 
litigation with PAEs, who have few documents and fewer employees The costs of discovery are 
borne disproportionately by practicing entities sucb as EMC, and PAEs have little incentive to 
propound reasonable, targeted discovery requests Instead, PAEs have an incentive to apply 
"scorched earth” techniques to force defendants to spend an inordinate amount of time and 
energy colleting and producing volumes of documents that are ultimately irrelevant to the merits 
of the case 
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Recently, in one case. EMC received scores of broad, vague requests for documents — even 
though EMC had already produced the core technical documents that would demonstrate that 
EMC does not infringe In another case. EA1C produced its source code in an effort to prove that 
it did not infringe Yet the plaintiff insisted that EMC spend additional time and money to 
provide an annotated version of its source code to convince the plaintiff of EMC’s position — 
even though it was the plaintiff, and not EMC, that bore the burden of proving infringement 
This son of experience is typical 

Such discovery requests and responses are wasteful In patent cases, an early ruling by the judge 
construing the claims of the asserted patent is often case-dispositive The plaintiff" s 
infringement theory may rely on a particular interpretation of a claim term, or a defendant may 
place significant emphasis on a prior art reference that is only within the scope of the claims 
under a particular construction And in any event, before the court construes the claims, it is 
often difficult to know what the theories of infringement or invalidity will be 

Subsection 3{d), therefore, sensibly limits discovery before the court issues its claim construction 
ruling to only discovery that bears on claim construction issues. This will help prevent wasted 
effort by either eliminating the need for discovery entirely (where, for example, the coiul's claim 
construction order effectively resolves the case), or at minimum by focusing the parties on truly 
relevant discovery, which can only be known after the court has told the parties how the claims 
will be interpreted 

Subsection 6(a) further ensures that the technical discovery that docs take place will be tailored 
to tlie issues that actually matter, and that the costs of inelfcient "fishing expeditions” will be 
borne by the party serving the discovery request. In a patent case, very few documents are 
relevant to the core issues in the case Such documents are ones that bear on the patentee’s 
ownership, any prior art known to either party, and technical documents sufficient to show how 
the accused features work at the level of detail addressed by the claims Documents beyond this 
lend to be both irrelevant and expensive to produce As Judge Rader recognized, this is 
especially true for emails, whose attenuated relevance is vastly outweighed by the inordinate 
costs associated with searching for, reviewing, and producing them **' By requiring the 
requesting party to cover the costs of extraneous discovery, section 6(a) will limit the extent to 
which PAEs can use discovery costs as a bargaining tool in settlement negotiations 

Si’flion 5. 

Section 5 of the Act which provides for a customer suit exception, is important to EMC, both as 
a manufacturer and as a customer Product manufacturers are no longer the primary target of 
PAEs When the President signed the AIA into law in 201 1, we had already begun to see PAEs 
bringing suits not only against companies such as EMC, but also our customers However, this 
seems to have reached a new height over the past year with virtually every economic comer of 
our country being a potential target for a demand letter or patent suit Tliese customer lawsuits 


Chief Judge Randall B. Ruder. "The State of Patent Litigation" (E D Tex. Judicial ConfcrciK-e. Sept 27 201 1 1 
{nvotlablc ol lill p . w sn v\ ■palciiil>o conil'dev'rndk.T5laicufpntcntlu.pdn ol 8. 
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are InefTident for our judiciary, as they increase the number of lawsuits filed exponentially 
They are also bad for our economy ( I ) they increase PAEs’ revenues by allowing them to profit 
from more cost-of-liligaiion settlements than they would get if they sued the single 
manufacturer. (2) they artificially inflate damages by allowing PAEs to point to dow nstream 
profits (incorporating customers' added value) rather than the true value of the accused product 
as recognized by the manufacturer, (3) they impair manufacturers' relationships with their 
customers, increasing the pressure on the manufacturer to provide a payment that is untethered to 
the value of the patent, but which may be necessary to preserve business relationships; and (4) 
they target companies or individuals who do not have a vested interest in or knowledge about the 
accused technology, and therefore are far more likely to pay a nuisance settlement 

Section 5 of the Innovation Act attempts to ease some of the burden of frivolous patent litigation 
brought against end users by providing that a manufacturer can intervene on behalf of and stay a 
case against a customer EMC applauds this provision When EMC products are accused of 
infringement. EMC's customers frequently approach EMC and re(|uest indemnification In 
instances where EMC provides indemnification, the ability to force the PAE to litigate a single 
case against EMC, which will resolve the issues in the customer cases, is crucial Without a 
strong provision such as this one. EMC could conceivably be required to pay not only its own 
attorneys’ fees defending against frivolous litigation, but also the fees of each of its customers 
This is a plainly untenable situation, particularly where a single lawsuit could resolve all the 
major issues in each of the customer lawsuits 

Likewise, when EMC is a customer and is accused of infringing someone else's product, it 
makes little sense for EMC to be required to litigate about a product the company is not 
responsible for and knows little about The real defendant is the manufacturer, and there is little 
to be gained — -other than unfair leverage for a PAE — to proceeding against EMC. 

CoiH'lusion 


In conclusion, EMC believes that patent litigation reform is an effort whose time has come 
Litigation brought by PAEs is exacting a major toll on EMC and on similarly situated 
companies Failure to act on the abuses of the litigation system has resulted in the problem 
growing worse, with more industries falling prey to the tactics of the PAEs We believe that this 
legislation, together with Sen Comyn’s Patent Abuse Reduction Act (S. 1013), is essential to 
protecting .America's position as the most innovative nation in the world Both on behalf of 
EMC and also on behalf of the innovative industries and small businesses that form the 
economic core of our country. 1 applaud the Committee for its work on this bill, and I ask that 
Congress act swiftly to enaa this important legislation 
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Mr. Goodlatte. Thank you, Mr. Gupta. 

Mr. Kramer, welcome. 

TESTIMONY OF KEVIN T. KRAMER, VICE PRESIDENT AND DEP- 
UTY GENERAL COUNSEL INTELLECTUAL PROPERTY, 

YAHOO! INCORPORATED 

Mr. Kramer. Chairman Goodlatte, Ranking Member Conyers, 
Members of the Committee, thank you for inviting me to testify 
today. 

Yahoo! shares your interest in reducing patent litigation abuse 
and promoting American innovation. And we applaud your leader- 
ship and we support the Innovation Act. 

I am honored to have the opportunity to offer my perspective as 
Yahool’s lead IP attorney and based on my previous experience as 
a trial attorney in private practice and the USPTO. 

Yahoo! is an Internet pioneer and serves over 800 million users 
worldwide today. Our success is due, in no small part, to our con- 
tinual innovation. We hold over 1600 U.S. patents. And we have 
enforced those patents when we felt the need to do so. 

Clearly, we believe in the patent system and we believe patents 
have a positive role to play in society. But here is the bottom line: 
abusive patent litigation practices by patent trolls are harming our 
business and harming our industry. 

This has a cost. For Yahoo! the money effort and time that we 
spend could be more productively spent elsewhere developing new 
products, investing in equipment and creating jobs. We believe that 
common sense reform, like measures proposed in the Innovation 
Act, would make significant strides to restore the desired balance 
between protecting intellectual property and discouraging patent 
litigation abuse. 

Yahoo!’s experience highlights how the system is now out of bal- 
ance. Between 1995 and 2006, Yahoo! faced between two and four 
patent cases on its docket at any given time. Since 2007, we’ve seen 
a tenfold increase in the number of cases on our docket at any 
given time. And the merits of those cases has declined. In about 
96 percent of all cases filed against Yahoo! in the last 6 years, the 
plaintiffs fail to identify a patent claimant issue and they fail to 
identify the features of our products at issue. So, instead we have 
to guess what the cases are about when they’re filed. 

Requiring more genuine notice pleading would make cases more 
efficient for everybody. In most cases we’re required to produce 
hundreds of thousands of document before the court construes the 
patent claims at issue. Most of the cost of production could be 
avoided by simply staging discovery after claim construction, since 
that is the most pivotal point in most cases. In our experience, less 
than 1 percent of all documents are actually used in the cases. 
Placing presumptive limits on discovery would help to avoid that 
needless cost. 

In many cases we face shell corporations as plaintiffs. Those enti- 
ties exist only to litigate. Yet, when it comes time to discuss settle- 
ment, we are routinely told that the investors and partners, who 
are not named plaintiffs, need to approve. Joining those with a fi- 
nancial interest in the patent or the litigation will help curb that 
abuse. 
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When we do prevail at trial, it’s next to impossible to recover our 
attorney’s fees. For example, we were sued by a patent troll called 
Bright Response, their patent was based on a provisional applica- 
tion which conceded that the claimed invention had already been 
in public use more than 1 year prior to the filing date of the appli- 
cation. That is, by its own admission the patent was invalid, yet 
Bright Response pursued trial and charged ahead. And the jury 
found both the patent invalid and not infringed. However, despite 
the exceptional nature of that case, the District Court refused to 
award our attorney’s fees. And we believe that clarifying the stand- 
ard for attorney’s fees, in Section 285, would discourage abusive 
cases like that. The thoughtful, balanced provisions in the Innova- 
tion Act would address all these problems. 

Our options for less expensive alternatives to litigation are lim- 
ited or come with drastic consequences. For example, both the inter 
partes review and patent post grant review apply estoppel to all 
issues that could have been raised before the PTO, potentially eras- 
ing our ability to defend ourselves in court. And the current cov- 
ered business method program is limited in scope to only those pat- 
ents used in the practice, administration or management of finan- 
cial product or service. We look forward to working with this Com- 
mittee on these issues. 

I should note that, while Yahoo! has the wherewithal to defend 
itself, patent trolls know we’re not going to try every case. Particu- 
larly where nuisance-level settlements are available. But, we’re not 
alone. Settlement rates in our industry are at about 75 percent. 
That high settlement rate only feeds the troll model and leads to 
more troll litigation. 

We do our part, we try cases when we have to, we act as a friend 
of the court in others, and we act responsibly when selling our pat- 
ents. Our policy has been to sell patents only to operating compa- 
nies, rather than to non-practicing entities. We do not want our 
patents to be obtained by a troll and irresponsibly asserted against 
others in our industry. 

We believe that comprehensive common sense reforms are need- 
ed, only Congress can make those reforms. We think the Innova- 
tion Act is on the right track. It would streamline cases from the 
start, prioritize important decisions, reduce costs, force real parties 
in interest into the litigation, and clarify when winning defendants 
are able to recover their fees. 

Again, I thank you for the opportunity to be heard. We look for- 
ward to working with you. And I welcome your questions. 

[The prepared statement of Mr. Kramer follows:] 
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Chairman Goodlatte, Ranking Member Conyers, and members of the Committee, thank 
ye)u fe)r ce)nve'ning Lhis hearing anel fe)r inviting me'- Lo Leuslify Le)elay abe)LiL reducing Ihe'- 
impacl e)r abusive'- pate'-nt liligaLie)n e)n American innovaLie)n. je)b cre'-alion anel e'conomic 
growth. Thank you also for listening to so many innovators and entrepreneurs, and 
addressing so many of our concerns and recommendations in the excellent legislation 
you have put forward. 

Today I will address our experience at Yahoo with patent assertion entities and some of 
the common sense reforms that we think would make a difference. In particular, I 
discuss below the proposed reforms related to clarifying when prevailing parties can be 
awarded attorneys’ fees, establishing presumptive limits on discovery, requiring 
heightened pleading, identifying the real-parties-in interest and joining them to the 
litigation, and limiting discovery pending claim construction in cases. 

First, a little bit of background about me and about my company. 


Introduction 


Yahoo was one of the early pioneers of the World Wide WTb and today serves more 
than 800 million Internet users around the world. We are a global technology company 
focused on making the world’s daily habits inspiring and entertaining. We provide a 
varic'ty of products and service's, many of thc'm pe'rsonalizc'd, including s('-arch, conh'-nt, 
and communications tools — all daily habits for hundreds of millions of us('-rs, on Lhe Web 
and on mobile devices. The majority of our product offerings are available in more than 
45 languages in 60 countries. 

Yahoo is a founding memb('-r of The' Inh'-rnet Association, a track' group rc'prc'-sc'-nting the' 
fastest growing sector of the US economy the Internet. Through The Internet 
Association, we have been working with fellow Internet companies to discuss abusive 
patent litigation and its harm to the economy with the public and local businesses. 
Internet companies have been disproportionately targeted by Patent Assertion Entities 
or “PAEs,” which many refer to as "patent trolls.” Through The Inlernet Association, 
we have built a consensus on common sense legislative solutions to eliminate the unfair 
burden PAEs place on our economy. 
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The. lnL('rn('-L communiLy looks to lh('- mc'mlx'-rs of Lhis CommiLku'- ynd lh('- Congrc'-ss to 
acL now on biparLksyn Ic'gislaLion Lo romovo this groat c'-conomic burckm from Lhc' 

Internet industry and other hard w'orking businesses in your districts. 

I came to Yahoo in 2009 to run intellectual property litigation after many years in 
privaU'- practice' litigating paUmt casers. Prior to that. 1 litigaU'-d case's for the I.IS Patent 
and Tradc'mark Office as a trial attorn('-y in th(' USPTO Solicitor’s Office. 1 also 
previously w^orked at the World Intellectual Property Organization helping to administer 
the Patent Cooperation Treaty. 

As a patemt litigator, 1 understand th('- iK'.ed for companies and individuals to ass('rt th('ir 
int('-ll('-ctual property rights in a revsponsibk' and rcrspc'-ctful mannem in orck'.r to proU'-ct 
their investments in innovation. However, I believe that the current system is being 
abused. Pm here today to tell you about Yahoo’s experiences with Patent Assertion 
Entities and why Yahoo believes that changes are needed to restore balance to the 
system and discourage abuses 


Our Experience With Patent Litigation Abuse 

First, let me make clear that Yahoo believes in patents and the patent system. We 
believe that patents have a positive role to play in society^ they promote innovation, 
encourage investment, enable entrepreneurship and facilitate employnnent. In fact. wc. 
currently have over 1,600 issued United States patenLs, a subsLantial portion of which 
cover sofLw'are-related invenfions. We invesL millions of dollars every year in 
research, development and innovation to advance the technology that underpins our 
s('-rvices and Ihc'- InLc'rnc'L. Our paUmLs help proLecL LhaL inveslm('nL against Lhc' 
unauthorized use of our inventions by compc'titors. Simply put, w'o value' our patents, 
participate in the system, and generally believe that the patent system works w’ell for 
its intended purpose. 

Howc'vc'r. the' current patent litigation sysU'm is out of balance. Growing and systc'matic 
abus(' has k'd to increasing w-aste, inefficiency and unfairness. The' historical tremd of 
litigation illustrates the problem w'ell. For example, from 199.5, wdien Yahoo wms 
founded, through 2006, Yahoo had betw^een tw^o to four defensive patent cases on its 
active docket at any given time. In stark contrast, since the beginning of 2007, Yahoo 
has had Ix'-twc'em 20 to 25 case's on its active' ek)cket at any given time. That is a 
tenfold increase in patent litigation. 

This dramatic increase in patent litigation is not unique to Yahoo. Patents covering 
inventions applicable to the Internet are litigated nine times more often than other types 
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of patents/ Accordingly, the dockets of many of our peer companies in the Internet 
industry have, dramatically risen in the last six years. 

Along with the increase in numbers, Yahoo has seen a decrease in the substantive 
merits of the cases filed against it. A few examples help to illustrate the point. In one 
case, brought by a patent troll called Bright Response, the patent-in-question described 
ways to process incoming elc'ctronic mc'-ssages. such as emails and voice'- messag('-s. 
Howc'vc'r, Bright Rc'sponse ovc'rstretched the mc'aning of its paU'nt claims and accused 
Yahoo’s paid search advertising of infringement. Moreover, the asserted patent was 
based on a provisional application which explained that the claimed invention had 
already been in public use more than one year prior to the filing of that application. 

Thus, the i)at('-nt. by its own admission, was invalid, yet Bright Response' pursu('-d the' 
case'- all the' way thre)ugh trial anyw-ay. Nc'-e'-cile'ss te) say. Yahe)e) pre'-vaik'el as the j'ury 
found the patent both invalid and not infringed. In another case brought by a patent troll 
called Eolas, Yahoo was successful in obtaining a jury verdict of invalidity of two 
asserted patents, only to see Eolas continue to assert those same patents against others 
in Lhe InLerne'L inelusLry . 

In yet another case, brought by a patent troll called Portal Technologies, the patent 
described a method for easily updating Lhe information on a public kiosk. However, 
Portal overstreLched Lhe meaning of iLs patent claims in an attempt to cover the My 
Yahoo product, which offers personalized w^eb pages for individual users and is the 
exact opposite of a public kiosk. I'inallyv in a case brought by a patent troll called API, 
the patent disclosed a computerized method for conducting automobile diagnostic tests, 
yet API overstreLched the meaning of the claims in an attempt to cover Yahoo’s 
application programming interfaces. We decided to settle both Lhe Portal and API cases 
because of the expected costs of defense. 

In our vi('-w', Lhos('- typ('-s of casc'-s should n('-V('-r have Ix'C'n brought in the first place'-. 
They are attempts to overstretch the scope of patent claims or knowingly assert invalid 
patents. As such, they are not substantially justified and impose a needless burden on 
the courts, our company, and our industry. 

That burden is h('-avy. For example'-, every time) a complaint is filexl against Yahoe), it 
typically takes about two years to resolve and costs several million dollars. If the case 
actually goes to trial, it typically lasts at least another year and costs several million 
dollars more. All of this time and money represents lost opportunity, d'he time and 
me)ne'-y spe'nt elefeneling against abusive'- pate'-nt ]iLigaLie)n ce)ulel be' more proeluctivedy 
spent on jobs, on new-' products, equipment, or other investments. 

The high cost of patent litigation means that settlement is almost always the least costly 
option, and the patent trolls know it. in fact, according to a study by Lex Machina, 


John R, Allison, Emerson H, Tiller, Samantha Zyonrz, Tristan Bligh, Parem Litigation and the Internet. STANFORD TECH, L, 
KKV, ;i. 7(2012), 
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approximately 75% of these cases settle, so the trolls know they have a virtually 
guaranl('-('-(l payoff, for virtually no upfront invcrstmcmt or preparation. 'They hav(' 
lawyc'.rs on contingc'ncy. They function without office space' or ove-rhc'-ad, and ope-raU' 
with very little in the way of investment or cost. As a result, they tend to be very 
profitable. Because they are profitable, more and more entrants are drawn into this 
business model, and more and more cases are being filed. 

Without r('-f()rm, our paUmt litigation dockc't will likely incr('-asc furth('-r ()V('-r tim('-. 
increasing costs and decreasing our ability to devote our time and money to more 
productive uses, such as jobs and investments in new products and equipment. 


The PTO s Role in Reform 


One idea that is typically discussed as part of the patent reform debate is the notion 
that improving patent quality will solve the problem. While improving patent quality is a 
worthy goal, it will not solve the probk'm, particularly for software' paU'nts and th('- 
Internet industry. The reason is that software development is an iterative, ongoing, 
evolutionary process that takes place on laptops, desktops, and servers around the 
W'orld. And that w-ork typically docs not find its way into patents or printed publications 
that the examiners at the PTO can easily access. As a result, the hard-working 
examiners at the PTO will never have all of the art needed to comprehensively examine 
c;very software patent application. 

Consistent wdth this reality, the law- already recognizes that the PTO is not omniscient 
and never wall be. In fact, the Patent Act provides that issued patents are entitled only 
to a presumption of validity and gives defendants the ability to challenge patent validity 
in the contc'xt of pat('nt infringc'-UK'nt case's. 

Any attempt to cure the problem of abusive patent litigation should recognize that the 
PTO cannot do everything and that it should not be expected to, particularly wdth 
respect to the Internet industry. 


Companies Have a Role to Play 

One issue that does not get discussed as much as it should is the role that defendants 
play in the sysU'm, particularly large corporaU'- (k'fc'mdants who are ofU'n Lh('- Largest of 
patent troll litigation. Wdiat can companies do themselves to help resolve the problem 
of abusive patent litigation? 

Yahoo does several things to shape the landscape as best that it can. Idrst, w'e defend 
ourselves zealously and try cases when we must. For example, we have had four trials 
in the Eastern District of Texas in the last five years. WT have been fortunate to wdn 
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three of those cases at trial and win the other on appeal. But we cannot try all of the 
cas('-s that arc- brought against us. 

Second, we look to participate as a friend of the court in other significant cases before 
the United States Court of Appeals for the Federal Circuit or the United States Supreme 
Court. We hope that explaining our history and experience in patent troll cases will 
help shape' the' dov('lopm('-nL of Lh(' law in a positive way. 

Third, we act responsibly when prosecuting our own patents before the USPTO. We do 
not believe that every minor incremental advancement is a patentable invention 
because, in our experience, software engineers are highly skilled people whose very 
job it is to solv(' probk'-ms and advance Lh(' art. As a r('-sult, w(' have pursLU'd fc'wer 
applications than we otherwise might hav(' and published more papc'rs insLc'ad. 

lunally, we act responsibly wdien selling patents. Our policy has been to sell patents 
only to operating entities rather than to non-practicing entities. We do not want our 
paU'-uLs to b(' obtained by a troll and irr('-sponsibly assc'.rU'd against oth('-rs in th('- 
Internet industry. 

But this is a slow- and inefficient way to solve some of the problems with the patent 
litigation system. More comprehensive, common sense reforms arc needed to bring 
balance to the system, particularly reforms that enable companies to more easily defend 
themselves from abusive litigation. 


Common Sense Reform Is Needed 


W(' b('-li('-ve that Congrc'ss is bc'st positioned to make'- a mc'-aningful diffen'nce by 
instituting s('-V('-ral common s('-nse reforms that level th('- playing field and bring grc'atc'r 
transparency into patent litigation. 

On this front, we are extremely encouraged by Chairman Goodlatte/s bipartisan bill, 
which contains most, if not all. of Lh(' reforms that wc'- have' b('('n advocating for Lh('- past 
y('-ar. Thank you and your colleagues for your c'fforLs and your straightforward 
approach to addressing a significant problem. 

In addition, w^e know that many members of this committee have introduced thoughtful 
k'gislation, all of which s('-('k to r('-m('dy a real probk'm. Please know- that wc' vc'ry much 
appreciate your attention and the effort. 

We think the Innovation Act is right on track with proposals that bring more balance and 
transparency to the system. In particular, w^e would like to highlight the proposals 
regarding attorneys' fees to prevailing parties, establishing limits on discovery, 
requiring heightened pleading, transparency regarding the reaUparties-in interest and 
joining those parties to any litigation, and limiting discovery pending claim construction. 
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1. Clarify When Prevailing Parties Can Recover Fees 

P('-rhaps lh('. most b('-n('-ficiy] thing Congn'-ss can do to bring balanco to Lh(' sysic.m is to 
clarify the fee-shifting provision that exists in current law. We appreciate the 
Innovation Act addressing this important issue. 

The concc'pt of ro('--shifLing is not now or radical, in fact, the PaUmt Act has includcvl 
fo('--shifLing in Sc'cLion 285 sinc('- 1952. The currcmt standard for awarding fc'os is that 
the case must be “exceptional.” However, pursuant to case law, winning defendants 
must typically prove that a losing plaintiff’s case was both objectively baseless and 
brought with bad faith. As a result of this very strict two-prong standard, it is nearly 
impossible for winning (kdondants to recover thcnr attornc'vs’ fc'.es. in fact, it has becm 
reportc'd that winning (kdcmdants recov('-r their fc'es in less than one- percent of casevs." 

A good illustration of how difficult it is for winning defendants to recover their fees is 
the case that Bright Response brought against Yahoo, in that case, the provisional 
application on which th(' patemt was based admitUvl that the claimed invumtion had been 
in public use more than one year before the filing date of the application. Therefore, 
the patent w'as invalid. Any responsible plaintiff should have conducted its due 
diligence prior to filing and understood this basic defect in the patent. In our view'. 
Bright Response’s assertion of that patent was not justified and the case should have 
been considered exceptional given this admission in the provisional application. Despite 
the fact that the jury quickly invalidated the patent on the ground of public use. the 
district court denied Yahoo’s request for attorneys’ fees under the strict tw-o-prong 
standard that has evolved for determining w-helher a case is exceptional. 

Because that standard is so difficult to satisfy, and because wanning defendants rarely 
are aw-arded th('ir fc'C's. tlie current statuU' prevsemts an insignificant rcvstriction on troll 
litigation and how- it is conducted. Without that thrc'at of hv's. then' is no disinc('ntive 
for plaintiffs to file w'eak cases or, worse yet, bring weak cases to trial. Congress 
providing clarity as to when courts should shift fees wall force patent plaintiffs to act 
more responsibly during litigation and when contemplating wdiether to file suit at all. 


2. Establish Presumptive Limits on Discovery 

There is no dispute that discovery is a vital part of the legal process, llow'ever, 
discov('-ry waLhouL limits is suscc'ptible to abuse. Because placing sensible, pn'-sumptive 
limits on discovery wall help level the playing field of litigation betAveen patent trolls and 
corporate defendants, w^e support the Innovation Act's provisions on this point. 


According I o r.<‘gM I Vlciric. jj corripjiny ])ro vicliny .sIjj li.si ic;i I aua ly.sos of cuniri csi.scs mi i orricy [<‘<‘,5 mtc yrMn I ctl in only 

about 1% of all parent cases that are filed, with plaintiffs ftypically the patent owners! being almost twice as likely as defendants 
(typically the accused infringers) r,o v/in a contested fee morion, 


6 



32 


Our experience in patent cases may help to shed light on why presumptive limits are 
nocc'ssary. In a typical troll case, w('- arc- asked to provide'- hundreds of ihousnnds of 
pngos of documents, including ('mails from nnyone with rc'-k'vant information, Lh('-ir 
attachments to those emails, such as word processing documents, spreadsheets, and 
presentations. The processing of that electronically stored information costs money, 
and for typical defendants, the more information processed for discovery, the more 
costly givc'n both procc'ssing fees and time for attorney rc'view. Dc'spiU' all of this cost 
and production, ('.mails and Lh('-ir attachments do not typically describe how our products 
perform or why. As a result, in the four trials that we have had, relatively few emails or 
electronic documents get introduced as exhibits. Certainly, in my experience, less than 
one percent oi the electronic documents that get produced actually^ get used at trial. 

In contrast, in the typical case, what is n('('(l('d to assess wheLh('-r a Yahoo product 
infringes a patent claim is the source code for that product or feature at issue. In fact, 
in each of the three trials where our infringement was at issue (one trial only covered 
invalidity^ of the plaintiffs' patents), our source code was a central part of the case. 

As a result of this experience, it makes practical sense to presumptively limit discovery 
in the first instance to core documents. In fact, we applaud the prior effort of the 
United States Court of Appeals for the Federal Circuit on this point. That court had 
previously issued a model order that district courts could use to help alleviate the 
burdens in troll litigation by placing presumptive limits on discovery. 

In addition, wo boliovo that it makes practical sense for the .ludicial Conference to 
develop rules that will allow- for additional discovery “if such parly bears the reasonable 
costs, including reasonable attorney’s fees, of the additional document discovery” as 
proposed in the Innovation Act. Such rules should help to encourage all parties in 
litigation to act m()r(' n'-sponsibly by focusing the case on those things that matU'r to the 
outcouK' of the litigation. 


3. Require Genuine Notice Pleading 

An()Lh('-r m('-aningful reform would addr('-ss the insuflicient complaints that ar('- lik'-d in 
patent cases, and w’e support the Innovation Act’s provisions on this point. 

Again, our experience may help to shed light on the problem. More often than not, 

W'h('n a complaint is filed against Yahoo, w'o ar(' k'-ft gru'ssing as to lh('- scope of the 
case. Since 2007, 70 patent cases have been filed against Yahoo. A review* of those 
complaints reveals that only 11 of these cases — just 16% -- identified the asserted 
claims of the patents. Because patent claims are what is infringed, and not patents, it is 
insufficient to identify only the asserted patent and not the asserted claims of that 
palcnt. Furthermore, although 52 of the complaints against us identified at least one 
accused product, only 21 identified the accused feature within the product that wms 
alleged to have infringed. Because asserted patents are typically much narrower in 
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scope than one of our products, such as Yahoo Sports, Finance or News, the relevant 
information is lh('- accusc'd h'-aturc', and that is only provid('-d about 30% of tho tim('-. 
Finally, only throo patcmt complaints against us sinc('- 2007 providc'd both assorU'd 
claims and accused features of products. Thus, only in about 4%' of our cases do we 
have genuine insight at the pleading stage into what those cases are about. In the other 
96%' of cases, we must guess. 

Rut guc'ssing has its consociucmcc's. Without knowing the' assemtod claims and the 
accused features of products, it is very difficult for us to begin to defend ourselves. 

F'or example, it is difficult to identify potentially relevant witnesses in order to institute 
hold notices to prevent inadvertent document destruction. It is difficult to determine 
what Lh(' poUmtial non-infring('-m('nt argum('-nLs might b('- in any given case. Without 
knowing, w'o ne('-d to wait months down the' road until sometim('- during discov('-ry whem 
plaintiffs are required to provide infringement contentions or expert reports in order to 
learn what the case is really about. Accordingly, not providing the necessary^ 
information at the beginning of a case in the complaint slows down the litigation and 
makc's it incYficicmt and ('-xpcmsivc' for both partic's. 

There is no reason that patent plaintiffs cannot be more detailed in their complaints and 
identify both asserted claims and the accused features of the defendants’ products at 
issue. Right nowy Rule 11 of the Federal Rules of Civil Procedure reejuires plaintiffs to 
conduct adequate pre-filing investigations prior to filing complaints. These 
investigations should include a comparison of the asserted patent claims to the accused 
products, (liven that plaintiffs typically^ do this work anyway, it is not a burden to 
require more than bare-bones pleading in a patent complaint. 

In fact, complaints filed in the International Trade Commission under Section 337 are 
ofum v('-ry (k'.taik'd. including lh('- identification of assemted claims and a (kdailcvl 
comparison of those'- claims to the feature's of the'- pre)elucts at issue. If complainants 
before the ITC can plead patent cases with particularity', there is no reason not to 
expect the same from plaintiffs in district court cases. 

Furthe'r, we' be'lie've' that filing a ce)mplaint come's with a se)cia] re'-spe)nsibility. Whe'-n 
filing, plaintiffs are' asking the) k've'rs e)f ge)ve'rnmenL te) act e)n the'ir be'-half, inclueling 
judges, juries, clerks, and administrative staff. Plaintiffs absolutely' have the right to 
come to court seeking justice for their perceived injuries. However, they should be 
fully' prepared when they do so and be fully' encouraged to focus the litigation from the 
outsc'L. In the patent conU'xt. this mc'ans providing more than just simpk' notice that 
they have a patent and there is a lawsuit. Rather, as proposed in the language of the 
Innovation Act, this means “identification of each claim” of the patent allegedly 
infringed, and "identification of each accused apparatus, product, feature, device, 
method, sy'stem, process, function, act, service, or other instrumentality' ••• alleged to 
infringe the claim.” 
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We believe that these common sense proposals in the Innovation Act will help to 
sLroamlino litigation, and tlK'n'-fore, they (k'.sc'-rvc' our support. 


4. Require Transparency of Ownership- Identification of, and Joinder of, The Real- 
Parties-in-Interest 

In most cas('-s. a dohmdant go('-s to court knowing who is on th('- othcm side. In stark 
contrast, the PAE model is such that a patent defendant often does not know, beyond 
the name of a shell corporation plaintiff, wdio has an interest in the litigation and the 
patent at issue. Yet this is knowledge that will inform decisions around every facet of a 
cas('-, including k('-y dcwisions such as whcm and whc'thc'r to sc'-Ltk' a casco 

Again, our experience plays a role in our view’point on this issue. In several cases, 
settlement has been complicated by the “investors” or "partners” that had a financial 
interest in a litigation against Yahoo. This often comes to light during mediation or 
sc'-LtlomcmL talks whcm a plaintiff rc'-vcmls that it cannot accc'-pL a lower offer bc'causc' it 
would not satisfy unnamed investors in the endeavor. Transparency into the ownership 
stakes in a patent or in the plaintiff would help to avoid these issues and help to ensure 
that the' parties at the'- bargaining table are the'- onces with the' powem and authority to 
sc'-ttle the' litigation. 

h'urther, it is worth noting that a patent is a government grant. Like real property or 
any other government grant, it is reasonable to expect that the government’s records 
disclose who owns that right. If anything, the expectation should be greater in patent 
cases given the ability to enforce that right through litigation and the strict liability for 
infringement. 

h'inally, there is a fundamental fairness about transparency of ownership that should be 
considered. In any case, a defendant should be entitled to face their accuser. Absent 
transparency of ownership, and the ability to join real-parties-in interest to the 
litigation, a patent defendant may not have that opportunity. 

h'or these reasons, wc' support the proposals in the' Innovation Act to rc'ciuirc' the 
disclosure of those wdio own a financial stake in the patents in lawsuits and the plaintiffs 
in those lawsuits, as well as those proposals which allow courts to join interested 
parties such as assignees, those wdro have a right to enforce or sublicense, and those 
with a dirc'ct financial inUmc'-st in the patent or paUmts at issue. 


5. Limit Discovery Pending Claim Construction 

Finally, anothem arc'.a wh('-r('- Congress can bring mc'aningful rcTorm is in th(' staging of 
events in patent cases. In particular, we support the Innovation Act’s proposal to 
presumptively limit discovery pending claim construction. 
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Clyim conslrucLion rc'-prosonls a d('-ci.siv() point in most paK'nl cas('-s. Oncc' Lh(' court 
construes the' claims at issue' in tho ease, the partie'-s have much more' clarity as to th(' 
issues and the arguments to be litigated, if any. In fact, claim construction can and 
often is determinative of the issue of infringement. To this point, Yahoo has had 
numerous cases resolved either on summary judgment or through outright voluntary 
dismissal by th(' plaintiff after the' district court has issu('-d claim construction. 

Given the potential impact of claim construction, it is only logical that it take place early' 
in the case and before any unnecessary discovery is required. In fact, several of our 
cases have already adopted this type of a schedule, including several that had been filed 
in the WesU'rn District of Tc'xas. The Innovation Act would simply c'ncourage that this 
common s('-ns('- approach Ix'- adoptc'd mon'- broadly. 

Appropriately, the proposal in the Innovation Act allows the district court discretion to 
expand the scope of discovery^ when necessary' upon motion by a partye d'hus, the 
district court judgc'-s would have th('- fk'xibilily to broack'.n th(' scope'- of discovery during 
the claim construction phase when the facts of the case w'arrant. Accordingly, we 
believe that the proposal in the Innovation Act presents a balanced approach. 


6. Additional Comments 

Our options for a loss expensive alternative to litigation are limited or come attached 
W'ith drastic consequences. Both Inter Partes Review and Post Grant Review' apply 
estoppel to all issues that could have been raised before the PTO -- potentially erasing 
the ability' to defend a district court action. We applaud the Innovation Act’s inclusion of 
th(' ostoppc'l corr('-ction to th('- America Invents Act. 

The Innovation Act’s common sense approach to some of the most vexing legal issues 
facing American companies represents a tremendous step forward. We look forward to 
working with y'ou as this bill moves through the legislative process, particularly' with 
respect to th(' standard for construing claims in PTO procc'c'dings and c'xpanding th('- 
scope of th('- PTO’s Covc'n'-d Businc'ss Mc'thod revi('-W' program, which is limik'-d in scop('- 
to only' those patents used in the practice, administration or management of a financial 
product or service. We look forward to working with Congress on these issues. 


Conclusion 


Thank you again to the Committee for your ongoing leadership in promoting American 
innovation, and for y-'our time today' discussing how' to reduce meritless patent litigation 
and rcsLorc needed balance to the sysLem. 
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The bottom line is that abusive practices by patent trolls are harming our economy and 
Lhc' innovation ('cosyslem. 'I'o make' the' (mtire sysUrni work bc-Uor w('- undc'-rsland that 
wc' in the industry need to do our part, but some'- common s('ns('- rcTorms arc- ncv'ak'-d to 
make progress in resolving the problem. Only' Congress can advance these reforms. 

America's intellectual property system and innovative companies need action swiftly. 
Without rc'-form the probk'-m will not stay th('- sanKd the tremds show it will only ged 
worse. More' case's will b('- fik'd, and more resources will be reciuired to (k'fe'.nd thc'm -- 
resources that would l^e better spent innovating new products or developing new 
services. 


The Innovation Act would make' significant striek'-s to re'-store) the'- ek'-sireel balance' 
be'-twe'e'-n protecting intellectual pre)pe'.rty and elisce)uraging abuse'-, ft pre)vid('-s comme)n 
sense reforms that level the playing field of patent litigation and allow for the level of 
transparency' that both defendants and the courts deserve. We encourage its 
enactment into law and look forward to working with y^ou as this bill moves through the 
k'gislative'- pre)ce\ss. 
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Mr. Goodlatte. Thank you, Mr. Kramer. 

Mr. Kappos, welcome. 

TESTIMONY OF DAVID J. KAPPOS, PARTNER, 
CRAVATH, SWAINE & MOORE LLP 

Mr. Kappos. Chairman Goodlatte, Ranking Member Conyers, 
Members of the Committee thank you for this opportunity to pro- 
vide my views on H.R. 3309. 

I’m testifying today solely on my own behalf 

Let me start by congratulating you, Mr. Chairman, on intro- 
ducing H.R. 3309, a bill designed to improve our strong patent sys- 
tem by removing litigation loopholes that debase strong patent 
rights. Various provisions of this legislation can achieve that objec- 
tive, given refinement. Other provisions, as I’ll explain, will require 
a bit more substantial deliberation or would be best deferred. 

Before turning to H.R. 3309, the most important point I’ll make 
today is that Congress simply must ensure full funding for the 
USPTO. Less than 2 years after passage of the AIA, we found our- 
selves again, this year, looking at an agency having its lifeblood 
drained away. I cannot overstate the destruction this is causing as 
the work remains without the funding to handle it, creating an in- 
novation deficit that will require future generations of innovators 
to pay into the agency again and again. Nor will it be possible for 
USPTO to accomplish the mandates of the AIA, much less the 
added responsibilities contemplated by H.R. 3309, without access to 
its user fees. 

In this regard, I thank Ranking Member Conyers, Ranking Mem- 
ber Watt and Representatives Issa and Collins for their introduc- 
tion, just yesterday, of the Innovation Protection Act, designed to 
ensure full funding of the USPTO. 

Mr. Chairman, given the importance of U.S. innovation-based in- 
dustries rooted in an innovation ecosystem that’s the envy of the 
world, substantial alterations to this ecosystem must be under- 
taken with caution. Caution in turn calls for a deliberative process 
that reaches out to all stakeholders. Many innovators, today’s 
Edisons, have not had the time to make their views heard yet. 

Now, Mr. Chairman, I do believe that a number of the provisions 
of H.R. 3309 can reduce litigation costs and increase the value of 
legitimate patent rights for American innovators. But, I also be- 
lieve that significant further work is necessary to avoid major neg- 
ative consequences of over correction. Consequences more harmful 
potentially than the problems the legislation is intended to address. 

Now, turning to key provisions of H.R. 3309: fee shifting, real- 
party and interest disclosure, litigation procedure, and joinder are 
good policy. As most of these provisions directly impact the work 
of judges, it bears emphasizing that further effort is needed to en- 
sure that judges are not deprived of their ability to exercise judg- 
ment. Consideration should be given to reducing prescription to a 
minimum and tasking the judiciary with turning legislative guid- 
ance into court precedent. 

For covered business methods: the right course, in my view is to 
let Section 18 settle in further. The courts are in the best position 
to review USPTO interpretation of covered business method and 
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technological. The provision is certainly not being interpreted too 
narrowly thus far. 

Intention and extension of Section 18 to software-related inven- 
tions should he avoided. Such an overextension devalues innovation 
implemented in software, one of America’s most important and in- 
novative sectors, discriminating against a critical field of techno- 
logical innovation. The U.S. is home to a software industry that 
dazzles the world and we should not declare software innovation 
any less important than other kinds of innovation. 

H.R. 3309’s stay provision, offering protection to innocent end 
users and retailers is also good policy. But also there a number of 
improvements are needed. 

Finally, a covered customer will almost never be in precisely the 
same situation as its covered manufacturer, when you’re talking 
about the stay provision. That is because a covered customer can- 
not be expected to be bound in all respects by a judgment against 
its covered manufacturer. There are many different circumstances 
effecting the two parties. As a result, parties will find themselves 
embroiled in more, not less, litigation caused by this provision, un- 
less clarity is added to it to avoid this result. 

In conclusion. Ranking Member Conyers, Representative Watt, 
thank you for recommending me to testify today. 

Mr. Chairman, thank you again for this opportunity to share my 
thoughts. I commend you for introducing H.R. 3309. 

[The prepared statement of Mr. Kappos follows:] 
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Introduction 

Chairman Goodlatte, Ranking Member Conyers, and Members of the Committee: 

Thank you for this opportunity to provide my views on H.R. 3309. 1 am testifying today 
solely on my own behalf 

Innovation continues to be a principal driver of our country’s economic growth and job 
creation. An efficient and balanced patent system centered on strong patent protection, 
delivers that innovation to the marketplace. Recalling a 201 2 study by the Economics 
and Statistics Administration and the USPTO, TP -intensive industries accounted for 40 
million jobs, or 27.7% of all jobs in the US economy, in 2010. According to that same 
study, IP-intensive industries accounted for over $5 trillion in value added, or 34.8% of 
US GDP in 2010. 

Given the enormous size and importance of UTS innovation-based industries, rooted in an 
innovation ecosystem that remains the envy of the world and unequalled in all of human 
existence, substantial alternations to this ecosystem must be undertaken with extreme 
caution. Innovation, based on strong TP rights, is quite literally the goose laying our 
golden egg. 

Let me start by congratulating you Mr. Chaimian, on introducing H.R. 3309, a bill 
designed to improve our strong patent system by removing litigation loopholes that 
debase strong patent rights. Various provisions of this important legislation can achieve 
that objective, given further discussion and refinement as is always necessary to perfect 
complex legislation. Other provisions, as I will explain below, will require more 
substantial deliberation, or would best be deferred. 
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H.R. 3309, Mr. Chairman, writes on a page whose ink is barely dry. The America 
Invents Act was signed into law barely 2 years ago. Its major provisions are just getting 
underway. And while the AIA was unquestionably pro-innovator legislation, its post- 
grant challenge provisions also unquestionably shifted the balance of rights toward 
implementers and away from patent holders. The only remaining question, brought on by 
the adolescence of the AIA, is - just how much has that balance shifted? 

Before turning to H.R. 3309, the most important point I will make today - the most 
important by some wide margin - is that Congress simply *must* ensure full funding of 
the USPTO. Less than 2 years after passage of the AIA and all the accompanying focus 
on USPTO user fee diversion, we found ourselves again looking at an Agency having its 
lifeblood, the user fees that come with all the work asked of USPTO by American 
innovators, drained away. I simply cannot overstate the destruction this is causing, as the 
work remains without the funding to handle it, creating an innovation deficit that will 
require future generations of innovators to pay into the Agency again in hopes their fees 
can actually be used to undertake the work for which those fees are paid. Nor will it be 
possible for the USPTO to accomplish the mandates of the AIA, much less the added 
responsibilities contemplated by parts of H R. 3309, without access to the user fees 
calculated to meet those challenges. The USPTO is making progress in improving 
examination rigor, patent quality, and reduction of its backlogs. But none of this will 
continue, and backsliding is inevitable, unless full user fee access is provided to the 
Agency. Full fee access must be job one. 

At the outset of considering further changes to our patent system, we must recognize that 
the time constant of the patent system - the period between new patent application and 
court decision on a patent infringement claim - is very long. Many years. As such, the 
impact of Congress’ very recent major change to our patent system has barely begun to 
be felt. In such long time constant situations, every engineering instinct and every 
leadership instinct tells me: proceed with caution. 

Moreover, in long time constant systems such as our patent system, over-correction is a 
major danger. By the time an over-correction is apparent, it will be years after the system 
is badly damaged. And we are not tinkering with just any system here; we are reworking 
the greatest innovation engine the world has ever known, almost instantly after it has just 
been significantly overhauled. If there were ever a case where caution is called for, this 
is it. 

Caution in turn calls for a deliberative process that takes the time to reach out and listen 
to all stakeholders, including those who will not be the fastest ones off the mark. Many 
small innovators - today’s Edisons - have not had time to make their views heard. 

Others having various levels of dependence on strong IP rights are just now beginning to 
consider the prospect of further changes to our patent system. We need to allow these 
important stakeholders their time to participate. 

Caution also calls for us to ask: is the building on fire? Do we have an emergency that 
requires immediate action? No. The building is not on fire. As the recent Government 
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Accountability Office report found, patent assertion entities (also known as non- 
practicing entities) are *not* driving patent litigation, and broad new legislation to 
constrain patent assertion entities is not needed. And why the much-cited spike in patent 
litigation in recent years? In fact, it is entirely attributable to the joinder restrictions 
included in the AIA. When normalized for the effects of the AIA, patent litigation rates 
show no significant change in recent years. And what of those dire reports from some 
scholars claiming fantastical losses of hundreds of billions of dollars to the US economy 
attributable to “patent trolls”? Other equally credible scholars deeply question the 
methodology used and the applicability of the economics. Simply put, there is no fire. 

1 will also register my disagreement with those who frame the problem in tenns of 
“patent trolls” or the slightly doctored “non-practicing entities”. Attempting to label and 
then discriminate based on identity is bad policy, or worse. The problem must be framed 
in terms of actions and behaviors, enabling us to identify behaviors that fall outside 
appropriate bounds and then prohibit or regulate those behaviors. 

Finally, when contemplating changes to any critical legal system, it is important to bear 
in mind two terminal questions: does a successful “fix” require 100% elimination of the 
problem, and is collateral damage acceptable as a cost to achieve this? 

Three points apply in answering these questions. First, where innovation is concerned, 
success and failure very much happens at the margins. So even a small change in the 
underlying system - changing the margins - can have a major impact on actors in the 
system. Second, where profit-seeking behavior in a capitalist system is concerned, there 
is tremendous overlap between actions that can be deemed acceptable in one context, 
versus unacceptable in another. So it is impossible to categorically define either bad 
actors or bad acts. And third, collateral damage in this case means both damaging the US 
innovation engine - which despite its imperfections continues to outpace all others - and 
forgoing new lifesaving treatments and new products that enrich our lives, which but-for 
the disincentives appurtenant to fixing the troll problem, would have been created and 
brought to market. Put differently, who among us would be comfortable standing by the 
bedside of a suffering loved one, and explaining that while their disease goes uncured, 
they should be happy there are no more trolls filling Inappropriate lawsuits? 

Given the above, it is clear that the goal cannot be perfect elimination of abusive patent 
litigation - that is not necessary nor possible nor appropriate. What is needed is light 
touch adjustments. We can expect such adjustments to have significant impact on the 
problem, with less risk of straying into over-prescription that will negatively impact 
legitimate actors and actions. 

Mr. Chairman, 1 believe that a number of the provisions contained in H.R. 3309 have the 
potential to improve our patent litigation processes, reduce litigation uncertainties and 
costs, and increase the value of legitimate patent rights for American innovators. But, T 
also believe significant further work is necessary, and I reiterate my note of caution. 

Input is needed from key stakeholders on the provisions of H.R. 3309. A careful and 
deliberative process is needed to avoid major negative unintended and unanticipated 
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consequences of over-correction - consequences more harmful than the problems the 
legislation is intended to address. 

My thoughts on some of the most critical provisions of H.R. 3309 are as follows: 

Fee Shifting, Real-Party in Interest Disclosnre, Litigation Procednre, Joinder 

Subject to the comments above, all of these provisions of H.R. 3309 represent good 
policy. With further refinement, they can cut wasteful expense for all parties in patent 
infringement disputes. 

Appropriately calibrated fee shifting will help discourage frivolous suits. Enhanced 
disclosure of real -party in interest information will improve transparency of patent 
ownership and thus efficiency for all participants in the patent system. Higher pleading 
standards regarding claims allegedly infringed and products allegedly infringing will 
prevent unnecessary expense, as will case management that focuses early discovery on 
claim interpretation as a gateway to determining what other discovery will be required. 
Discovery generally can be contained better by requiring the requestor to pay for 
discovery beyond the basics. 

As most of these provisions directly impact the work of judges, it bears emphasizing that 
further effort is needed on H R. 3309 to ensure judges are not deprived of their ability to 
exercise judgment - based on knowledge of applicable facts, context, and case-specific 
details. Indeed, the opposition to the litigation procedure provisions voiced by the 
Judicial Conference is well-taken. In this regard, consideration should be given to 
reducing prescription to a minimum, and tasking the judiciary with the detailed work 
needed to turn broad legislative guidance into properly calibrated court procedure. 

H.R. 3309’s litigation reforms should also be further examined for their impact on 
legitimate patent holders, including independent inventors and startups. The heightened 
pleading requirements may make sense for defendants as well as plaintiffs, so that 
allegations of invalidity and non-infringement are backed up with the same level of detail 
that will be required for allegations of infringement. Fee-shifting may benefit from 
greater flexibility to account for situations where the prevailing party engages in conduct 
that drives up litigation expense or is otherwise untoward. And consideration should be 
given to the situation where a mom-and-pop-shop is confronted with a valid but narrow 
patent, exposing them to the risk of paying millions of dollars for the patentee’s legal 
expenses in addition to an otherwise inconsequential judgment. The possibility of parties 
opportunistically litigating on the other side’s dime cuts both ways. 

The purpose of the joinder provision is clearly laudable: ensuring those who are 
ultimately accountable can be held accountable. But the provision as drafted is confusing 
and overbroad, apparently assuming standing well beyond that actually provided in the 
law, and requiring joinder well beyond parties truly accountable for frivolous patent 
assertions. And as a matter of fairness to all parties, defendants using clever facades to 
avoid payment of fee awards should be held to account just as surely as plaintiffs. Given 
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all these problems, the joinder provision needs to be rethought to ensure it meets its 
purpose without significantly overreaching. 

Finally, as regards fee-shifting, we now have the U.S. Supreme Court reviewing two 
pertinent cases on certiorari from the Federal Circuit. As we saw with the discussions 
leading up to the AIA, the courts can and do interpret the laws to resolve thorny issues. It 
would be no surprise to see the same transpire in these cases, and that prospect should be 
taken into account. 


Amendment to AIA Section 18 - Covered Bnsiness Methods 

Section 18 of the AIA was designed for the very special and singular purpose of creating 
a limited-time opportunity to challenge certain patents covering methods of doing 
business. 1 have always supported this provision as good policy and good practice - 
recognizing that many patents had been granted before important guiding court decisions 
like Bilski, and before the courts’ and the USPTO’s increased focus on claim scope and 
claim clarity under Section 1 12, and that those patents covering methods of doing 
business also inherently cover all technology solving the affected business problem. 

Section 18 has been in-effect for about 13 months - far too short a period of time to judge 
its effectiveness. While over 70 CBM proceedings have been filed to date, only one has 
run fully to conclusion. This should come as no surprise, as the AIA itself calls for these 
proceedings to run at least 15 months. Indeed, Congress recognized that some time 
would be required before Section 18’s effectiveness could be measured, and wisely called 
for a study of Section 18 (along with the other post-grant procedures of the AIA) in 
September 2015. 

In taking an early “temperature reading” on Section 18 so far, 1 would say it is slightly 
over-achieving its intended purpose. Encouraged by the legislative record leading to 
enactment of the AIA, USPTO interpreted the critical tenns “covered business method” 
and “technological” broadly, and indeed, a slightly greater number of the procedures have 
been granted so far, versus what was expected. If the first decision - the Versata case - is 
to be taken as an indicator, operating companies concerned about defending against 
overbroad business method patents must surely be taking comfort, as the Patent Trial and 
Appeal Board in that case found the claims entirely unpatentable despite that a district 
court had previously found the same claims valid and infringed, awarding a judgment in 
excess of $400M. And the USPTO significantly over-achieved in terms of the time to 
decision in that case, completing it in well under a year from initiation. 
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Indeed, the interpretation of the critical terms “covered business method” and 
“technological” were broad enough In the Versata decision that many are asking whether 
the interpretation was overbroad. But in fairness to all, terms like “technological” and 
“business method” have proven exceedingly difficult - perhaps impossible - to define 
categorically. The Europeans have struggled for decades with these terms, and the US 
courts have as well. 

With all of the above in view, I believe the best balance between discretion and valor in 
this situation is to let Section 18 settle in further before modifying it. The courts are in a 
much better position than Congress to review the USPTO’s interpretations of “covered 
business method” and “technological”, and through the time-tested case-based model, 
gradually refine those important definitions. The provision is certainly not being 
interpreted too narrowly thus far. It is premature to legislate a standard for “covered 
business method” or “technological”. Congress wisely avoided doing that just over two 
years ago, and there is no reason to abandon that wise approach now. Let the other two 
branches of government do their work for awhile. 

Similarly, it is simply too early to say whether Section 18 needs to be made permanent. 
The provision was intended from the beginning to act as a bridge to more settled law. 
There is no reason at this early stage to depart from that view. 

Finally, and most importantly, extension of Section 18 to software-related inventions 
generally should be clearly avoided. Such an over-extension carries several negative 
consequences: it devalues innovation implemented in software - one of America’s most 
important and innovative sectors; it overtly discriminates against a critical and growing 
field of technological innovation, likely in violation of our treaty obligations; and it 
reneges on the balance between the AIA’s numerous post-grant provisions. Why in the 
world would we, the country that is home to the world’s most dynamic software industry 
- an industry that dominates and dazzles the world - want to tell ourselves and the world 
that we’ve decided software innovation is less important than other kinds of innovation? 
America remains the world’s ’^destination’^ for software innovators - they come here to 
grow their ideas and their companies because America loves software innovation. We 
would send a terrible policy message by turning Section 18 of the AlA to take aim at 
America’s software industry and our software innovators. 

It may be that some of the amendments contemplated in H.R. 3309 for the AIA’s Section 
18 will prove advisable. But it is too early to say that now. And there certainly Is no data 
supporting amendments now that reverse wise policy decisions made by Congress barely 
two years ago. 


Stays of Litigation for Covered Customers 

H.R. 3309’s provision offering protection for innocent end-users and retailers of products 
and services from patent infringement claims represents good policy. Too often these 
parties become pawns in patent infringement disputes properly brought between 
patentees and product manufacturers or service providers. Substantial litigation resources 
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can be saved for many parties by enabling innocents to stay patent infringement claims 
against them where manufacturers and service providers are willing and able to step in 
and handle claims. 

A number of improvements to the language of the Bill are needed, however, to ensure 
against abuse and unintended consequences. First, as currently written the stay provision 
permits all parties in the product channel downstream of the first component part maker 
to escape infringement liability, including large commercial actors such as manufacturers 
combining procured components into value-added completed devices, as well as 
assemblers, and others not operating in the roles of “mere retailers” or “mere end users”, 
and certainly not operating in the roles of “mom and pop shops”. This unnecessarily 
devalues intellectual property and thus innovation by artificially limiting or even 
eliminating legitimate patentees’ ability to protect their innovations. It also may leave an 
American innovator with no infringer at all to pursue where infringing manufacturers are 
located outside the reach of the US courts, such as overseas, or lack adequate assets to 
answer for infringement. 

Second, further work is needed to specify the level of commonality needed between 
claims in order to trigger the right to stay, and to define “covered manufacturer” and 
“covered customer”, to avoid significantly disrupting settled relationships between many 
commercial suppliers and their commercial customers, with parties jockeying for more or 
less indemnity coverage than is otherwise obtainable under existing contract law. 

Third, further effort will be needed to avoid creating a donut hole in the patent law where 
a downstream party (a “covered customer”) is the direct infringer of a legitimate patents 
claim, while the upstream “covered manufacturer” is an indirect infringer. Under current 
law, this common scenario would put the patentee in the catch-22 of having to prove 
direct infringement as a prerequisite to showing indirect infringement, without having 
access to the information needed to make out its case for direct infringement. 

finally, this provision aptly illustrates the adage “the devil’s in the details” and the need 
for a deliberative process — both of which counsel against rushing. A “covered 
customer”, however defined, will almost never be in precisely the same situation as its 
“covered manufacturer” such that it would be appropriate for a covered customer to be 
fully and simply bound in all respects by ajudgment against its covered manufacturer. 
Instead, one party will almost certainly have different license agreements in place that 
will affect defenses to infringement, or will have been put on notice at a different time 
than the other. For these or any other of the myriad of ways parties are almost never in 
precisely the same position, legitimate patentees, covered manufacturers, and covered 
customers will all find themselves embroiled in more, not less litigation. To avoid this 
result, more clarity will be needed around binding parties to litigation outcomes of others. 

I am optimistic that all of these issues can be addressed with further input from a broad 
range of stakeholders and with further deliberation. But as with any complex set of 
issues, multiple rounds of input will be required, first-order and second-order effects will 
need to be considered at each round, and patience will be a premium asset. 
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Moving USPTO IPR and PGR Proceedings to District Court Standard of Claim 
Construction 

H R. 3309’s mandate for USPTO to move from its current claim construction standard of 
“broadest reasonable interpretation” to “ordinary and customary meaning to one of 
ordinary skill in the art” during post-grant proceedings carries pros and cons. I mention it 
not to support or oppose the provision, but to ensure there is clarity as to the implications. 
On the one hand, the speed mandated for post-grant procedures is leading to greater 
interaction between court interpretations and USPTO interpretations of the same patent 
claims, and having the USPTO apply a different standard than the courts is leading, and 
will continue to lead, to conflicting decisions. Moving the USPTO to a consistent 
standard with that of the courts would resolve such conflict. On the other hand, because 
the patentee has the ability to amend claims during post-grant processes in the USPTO, 
the Agency is justified in applying a broader standard. This broader standard requires 
patentees to define their claims clearly over the prior art during proceedings in the 
Agency, which is undoubtedly in the best interests of the public 

So while this provision presents valid arguments on both sides, it is critical for this 
Committee to understand that moving the USPTO to the district court “ordinary and 
customary meaning” standard will invariably force the USPTO to endorse and issue 
broader and more generally defined claims in important post-grant proceedings 
(excepting Section 18, which is excluded from the provision) - the very same kinds of 
claims that fonn the basis of inappropriate assertions this legislation is aimed at reducing. 
Thus, while the provision may make sense on balance, it must be appreciated that it cuts 
in the opposite direction from the stated purpose of this legislation. 

Conclusion 

Mr. Chairman, thank you again for this opportunity to share my thoughts. I commend 
you for introducing H.R. 3309, the Innovation Act, aimed at improving and strengthening 
the American patent system. 


m# 


s 
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Mr. Goodlatte. Thank you, Mr. Kappos. 

Mr. Armitage, welcome. 

TESTIMONY OF ROBERT A. ARMITAGE, 

IP STRATEGY AND POLICY CONSULTANT 

Mr. Armitage. Thank you, Chairman Goodlatte, Ranking Mem- 
ber Conyers and Members of the Committee. I do appreciate the 
opportunity to appear before the Committee this morning. 

Before getting to the nitty-gritty of the specific patent litigation 
reform topics, I would like to underscore the point that has already 
been made several times today on the importance of full funding 
to a well-functioning patent system. 

With this in mind, I want to offer a special thanks to Ranking 
Member Conyers, Members Watt and Collins for their work on this 
issue, particularly 3349, a bill that was introduced yesterday. 
While I’ve not had the opportunity to study the bill into detail, my 
hope is that this will be the decisive step forward to permanent ac- 
tion on fixing PTC funding issues. 

I’d like now to move on, if I could, to discuss a few of the impor- 
tant provisions of Section 9 of H.R. 3309. First, Section 9 would 
specify that the new post grant review system, created under the 
America Invents Act, must use the same standard for construing 
what a patent covers in assessing the validity of the patent that 
the courts use when the courts are determining patent validity in 
a patent infringement action. 

The USPTO, under its current rules today, is placing inventors 
in an untenable situation. The same patented invention that may 
be found invalid by an administrative patent judge in the Patent 
Office would, at the same time, be found potentially valid by a Dis- 
trict Court judge determining that same issue of patent validity. 
These opposite outcomes can arise solely because the administra- 
tive patent judge is permitted, under PTC regulations, to use an 
artificial standard of claim interpretation, one that stretches the 
meaning of the claim beyond any subject matter that the patent 
owner could ever hope to assert would infringe the claim in the 
patent infringement litigation. 

Fixing this claim construction disparity, opens the door to secur- 
ing broader support for another provision in Section 9, a provision 
that would correct the AIA’s broad estopple against later challenges 
to the same patent in a post grant review procedure. The Section 
9 estopple fix corrects an inadvertent legislative drafting error in 
the AIA. Indeed, without this correction the AIA’s new post grant 
review procedure is almost certain to be underutilized and the im- 
portant benefits that this procedure can bring to the patent system, 
by removing questionable patents, would be lost or at least signifi- 
cantly impaired. 

Another important reform in Section 9 relates to the so-called 
double patenting doctrine. The bill offers a codification of this 
judge-made law for the new first inventor to file patents that will 
soon begin to issue under the AIA. In a nutshell, this provision will 
assure that when two patents are issued with highly similar claims 
they cannot be independently enforced against an accused in- 
fringer. 
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In my written submission I’ve suggested that there are other 
issues that relate to the AIA that merit inclusion in H.R. 3309. In 
the interest of time, let me briefly mention only two of them. 

First, the Committee should consider including a statutory re- 
search-use exemption to patent infringement that would replace an 
antiquated judge-made doctrine. The common-law standard today 
is overly sparse and sometimes inconsistent in its application. Sec- 
ond, the AIA has opened the way for the Committee to remove the 
last vestige of secrecy in the patenting process by mandating publi- 
cation of all patent applications 18 months after they’re initially 
sought. 

This brings me to a few final points on the provisions of H.R. 
3309 that relate most directly to patent litigation. Like Mr. Gupta 
and Mr. Kramer, I would like the Committee to move with a sense 
of urgency to get a comprehensive patent reform bill through the 
House and on to the Senate. Like, Undersecretary Kappos, I’d like 
to see the Committee act with deliberation with a 360-degree vet- 
ting of each of these provision to assure that the details of statu- 
tory information don’t destroy the promise of the underlying re- 
form. 

As with many issues of life and patent reform, some of the most 
promising initiatives at a conceptual level may prove problematic 
to make work as intended. I’d like to mention, perhaps, just one of 
these. The stay of discovery provision in the bill would indeed — as 
convincingly, I think, set out in the testimony today — provide an ef- 
fective and efficient vehicle for rapidly eliminating non-meritorious 
infringement allegations. Critics of that provision wonder whether 
perhaps it has the potential to deny justice by delaying it or even 
increasing the aggregate cost of securing it. I’d ask the Committee 
to be careful in provisions where one size appears to fit all patent 
lawsuits. Indeed this same concern relates to Section 6 of the bill 
that would mandate the judicial conference to implement very spe- 
cific rules and procedures. 

In conclusion, I believe the case is made today, in the testimony 
that I’ve heard and I’ve read, that patent reform should proceed in 
this Congress. The bill now before the Committee has jumpstarted 
the process. I believe it’s positioned the Committee to make deci- 
sive progress in crafting a refined legislative package in the days 
and weeks ahead. 

Thank you for the opportunity to be here this morning. 

[The prepared statement of Mr. Armitage follows:] 
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Chairman Goodlatte, Ranking Member Conyers, and Members of the Committee: 

Mr. Chairman and Ranking Member Conyers, my name is Robert Armitage. I am 
pleased to have this opportunity to testify on H.R. 3309, a bill “To amend title 35, United 
States Code, and the Leahy-Smith America Invents Act to make improvements and 
technical corrections, and for other purposes.” 

Background - Reforms Finished, Reforms Unfinished 

My last appearance before the Judiciary Committee was on May 16 of last year, 
as part of an oversight hearing on the implementation of the AIA. ' In my appearance 
before the committee, I emphasized the enormous debt of gratitude the patent community 
owes to this Committee and its Subcommittee on Intellectual Property, Competition, and 
the Internet, for it prodigious efforts in the 1 12”’ Congress that led to the enactment of the 
AIA. It is difficult to find the words fully adequate to describe the overall importance of 
this seminal contribution to our patent laws.^ 

The Committee’s patent work in the 1 1 2”’ Congress was completed with the 
enactment of an important and useful set of technical corrections to the AIA.^ The 
corrections bill has simplified the AIA-related work remaining for this Congress. It has 
set the stage for dealing with a host of substantive refonn topics that have now found 
their way into H R. 3309. 

It was only on March 16 of this year that the AIA was fully implemented as the 
law of the land. Given the relentless work of the Committee and its staff dealing with 


' See intp://iudicianrhouse.gO'\7hearings/Hearings%2020I2/Anriitage%2005 162012, pdf . 

“ See Robert A. Annilage. Understanding ihe America Invents Act and Its Implications for Paienting,. 
AlPLA Q.J, 40;L 133 (2012) |http:/7 ww. i]spto. k\n2 /a i a im pjcinciitati o r Airm ita^ c pdf, pdf I 

'The America Invents Act has made many significant changes to tlie patenting landscape in the 
United States. It is a giant step toward a more transparent patent system, where a person skilled in the 
technology’ of a particular patent and knowledgeable in patent law can review a patent, reference only 
publicly accessible sources of infomialion, and make a complete and accurate assessment of the validity of 
the patent. At its core, the AIA seeks a more objective patent law, where subjective issues like an inventor’s 
contemplations or a patent applicant’s intent bear no relevance to any issue of validity or enforceability of 
the patent. It is a patent law that, in many situations, may require no discovery of the inventor to determine 
if a claimed invention is patentable. 

"Congress took bold steps to reach these goals. The 'loss of right to patent’ provisions were all 
repealed. The ‘best mode’ requirement was made a functional dead letter. All references to 'deceptive 
intention’ were stripped from tlie patent law. A new 'supplemental examination’ procedure was instituted 
to address any error or omission in the original examination of a patent and bar the defense of patent 
unenforceability once the procedure has run to completion, finally and most dramatically, it concisely 
limiled ‘prior arC on which Ihe novelly and non-obviousness of a claimed invention was to be assessed. 
Notliing can qualify as prior art absent representing a prior public disclosure or an earlier patent filing 
naming another inventor that subsequently became publicly accessible — casting aside 175 years of a more 
complicated, subjective, and uncertain standard for patenting. 

"Thus, without question, transparent, objective, predictable and simple are four words tliat should 
come to describe the hallmarks of the new patent law arising from this historic legislative achievement. 
Those four words suggest a fiftli that appears to be equally apt. Remarkable. 

^ Pub. Law 112-274, 126 STAT. 2456 (Jan. 13. 2013). Lealiy-Smith America Invents Technical 
Corrections. 
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reforms to the patent system, work that has continued almost without interruption over 
the past eight years, it would be understandable if the Committee determined that 2013 
should be a time of rest and repose, rather than a time for pursuing a concerted agenda of 
further refomis. 

However, the work of bringing much needed reforms to US. patent law is 
unfinished business. That this Committee has decided to return in earnest to the subject 
of patent reform is encouraging to those of us who believe that the U.S. patent system as 
a whole needs to operate much better than it does today to serve the interests of 
innovators and for innovation to drive the creation of new products, new services, new 
industries and new jobs. 

Given its work over the past several years, this Committee has a sobering 
understanding of the challenge presented by any effort at perfecting and enacting 
meaningful reforms to something as ancient and complex as the U.S. patent system. I, 
for one, applaud the Committee and the Committee staff for their efforts in reaching out 
to the competing interests that must be balanced in crafting changes to the patent laws 
and addressing forthrightly the difficulties that are inevitable in forging progressive and 
meaningful compromises. 

Patent Litigation - Taking Too Long, Costing Too Much, Too Much Unpredictability 

At its core, a patent system is a property rights system. When the enforcement of 
those rights takes too long, costs too much, and ultimate success on the merits is far too 
unpredictable, these delays, costs and uncertainties can undermine, if not eliminate, any 
economic rationale for seeking patents. 

If patents are sought, these litigation deficiencies can render patent rights 
effectively unenforceable, especially against an accused infringer determined to make a 
patent infringement action as expensive and protracted as possible. Patents that might 
have been a foundation for investment in the development of new technology either do 
not exist or, if they have been obtained, fail to operate as a basis for securing the capital 
that might be needed to get an invention to market. 

The situation is, of course, no better when the tables are turned and it is an 
accused infringer, not the patent owner, who faces an untenable situation in the courts. If 
the only way to establish an infringement allegation is without merit requires an 
excessively prolonged, unreasonably expensive and at best uncertain litigation path, 
surrender - rather than vindication - can be the only economically sensible patent 
forward. Abandoning investments already in the ground because an effective defense to 
a patent infringement charge would be uneconomic, or paying needless tribute under a 
patent lacking in any inventive merit, runs contrary to the constitutional mandate that 
patents exist to promote progress in the useful arts. 

As a forty-year patent practitioner, I have come to the conclusion that patents as 
property rights demand patenting processes and standards that are as transparent, 


- 2 - 



52 


objective, predictable and simple as possible. These attributes define a patent system 
capable of being efficiently and effectively administered by the United States Patent and 
Trademark Office. The same attributes are the hallmark of a patent system that - when 
patents are litigated - enables the patent litigation to proceed to conclusion relatively 
rapidly, relatively inexpensively and with highly predictable outcomes. 

If the above description accurately sets out the requisites for how a well- 
functioning patent system would operate, then it is far too soon to put boldness aside in 
addressing the unmet reform needs of the US. patent system. Even in the aftermath of 
the AIA, profound reform measures need to remain on the legislative table. And, of 
course, a certain persistence is needed. Patent reform involves many constituencies with 
diverse interests and perspectives. The devil in crafting workable reforms - that achieve 
their intended consequences - often lies in the complex details of a complex law. 

ff.R 3309 — Discussion Drafts Have Helped to Define a Multi-Part Reform Agenda 

The Committee process leading the H.R. 3309 has encouraged a much-needed 
discourse on what the focus of further patent reforms in this Congress should be. The 
Chaimian’s May 23 and September 6 “Discussion Drafts” have put the patent community 
to work,'* especially on the topic of patent litigation refonn. The Committee’s process 
has assured that a broad spectrum of inputs have been available - and will continue to be 
available - for the hard work ahead of augmenting and refining H.R. 3309 as the current 
bill as it moves through the Committee. 

While H.R. 3309 is focused to a significant degree on addressing patent litigation 
issues, as with many issues in life, an ounce of prevention is truly worth of pound of cure. 
If 1 were limited to making just one plea to the Committee on how best to deal with 
patent litigation reform it would be to return to what I believe to be the critical 
foundational issue for the U.S. patent system - the operation of the United States Patent 
and Trademark Office. 

1. USPTO Financing - Overarching Priority for Patent Reform 

In spite of significant work in the last Congress - and vital contributions made by 
members of this Committee - issues with the financing of the United States Patent and 
Trademark Office remain unresolved. I do not wish to overwork the Benjamin Franklin 
adage, but an ounce of prevention in the USPTO would easily leverage into a kiloton of 
cure when it comes to patent litigation reform issues. 

The story is a sad and recurrent one when it comes to the USPTO financing 
during the two-year period post-enactment of the AIA. In the aftemiath of the AIA, the 
USPTO began an impressive effort at building the new capabilities that it would need to 
meet its new responsibilities under the ATA. Its efforts not only included enhancing its 
human resources, but an upgrading of its infrastructure, especially its IT infrastructure. 


4 See http :.yhidiciaiT. house, gQY /news/20 13/052320 13 5.html linking to the text of tlie bill at 
lillo:.//iudici ary. house, gov./nevt s/20 1 3/052320 i3%20-%20Palenl%20Discussion%20Drafl.pdf, 
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These efforts were integral to assuring that a complete, prompt, and high quality work 
product by the Office becomes a consistent norm. 

With the Office’s inability during the just-ended fiscal year to access all of the 
fees collected from the users of its services, momentum has been lost, opportunities have 
been squandered, and realization of much needed capabilities has been deferred. 

Coming in the immediate aftermath of the enactment of the AIA, this was the 
most unfortunate time imaginable to endure yet another chapter in the continuing story of 
a USPTO that is inconsistently resourced and, more tragically, left unable to deliver on 
long-range plans to upgrade its operations. 

If H.R. 3309 is to reach its promise as a full-throated reform of the U.S. patent 
system - and to specifically target issues with patent litigation brought based on patents 
perceived to have little or no merit - then nothing should be prioritized higher on the 
Committee’s patent reform agenda than finding the mechanism that would assure that 
user fees are consistently made available to the Office. 

2. National Academies’ Recommendations - Completing the Work 

In the same sense that a high-functioning USPTO would go a long way towards 
addressing concerns over patent litigation, I would urge the Committee to consider other 
structural reforms to the patenting process that have not yet found their way into H.R. 
3309. Section 9 of H.R. 3309 focuses on a number of laudable steps towards further 
transparency, predictability, and simplicity in the operation of the U.S. patent system.^ 

That said, there are several additional measures that are ripe for Committee 
consideration. In the main, these measures would bolster or otherwise complement H.R. 
3309 reforms. In each case, these added measures that would require relatively concise 
and targeted changes to Title 35. They include the following four items:® 

• Enact an exception to patent infi'ingement for "research uses" of a patented 
invention. Two National Academies reports have recommended a statutory 
clarification of the common law doctrine permitting research on a patented 
invention to be undertaken in order to better understand how an invention works 
and its properties and characteristics. The codification would be directly 
responsive to recent concerns expressed by the Supreme Court that granting 
patent rights can be in conflict with the ability to conduct basic research into 


’ I would be remiss nol lo note en pmsanl lhal § 6(d) of H.R. lhal provides prolecliori of licensees in ihe 
case of banknipt licensors. This should protect those who have invested in a new tcchnologv’ in part on 
reliance on their legal rights to do so. It is another laudable component of the bill that, as best I can tell, has 
generated neither concerns nor controversy. 

® Appendix A to this testimony is contains a more complete discussion of tliese four items and tlie rationale 
for including them as part of a comprehensive package of patent refomis. The appendix contains oilier 
possible improvements to the U.S. patent system that would be relatively more complicated to include in 
the current legislative process, but that may merit consideration as tlie next Congress looks for 
opportunities lo continuously improve the patenting process. 
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important new discoveries. Finally, it would eliminate the potential for assertions 
of patent rights were a competitor were doing nothing more than seeking to 
understand a patented invention in order to development alternatives to it or 
improvements of it.^ 

• Remove the exception to mandatory publication of pending patent applications at 
18-months after the initial patent filing. This exception had a policy justification 
under the old first-to-invent standard of pre-AlA patent law. That policy 
justification applying to first-to-invent patents is turned on its head in the post- 
AIA, first-inventor-to-file world. Under pre-AIA law, an Inventor’s patent 
application, once published, could be effectively hijacked by someone claiming 
(falsely or not) to be the “first inventor.” Under the AIA, the publication of 
pending patent applications at the 18-month mark does just the opposite. For 
first-inventor-to-file patents, the publication guarantees the first inventor to file 
for a patent the right to a patent the published invention (if otherwise patentable) 
and bars anyone else from securing a patent on the same or similar subject matter. 
Moreover, the inability to publish a pending patent application in a timely manner 
means that it may be unavailable for the USPTO to cite as “prior art” against 
other pending patent applications, e.g., the later-made patent filings of an 
inventor’s competitors. When that happens the Office may be obliged to issue a 
competitor’s conflicting patent that ultimately cannot be sustained as valid. Thus, 
there is a double benefit from mandatory publication of pending patent 
applications under the first-inventor-to-file law. It solidifies protection for the 
inventor whose application publishes and allows the USPTO’s examination of 
later-filed patent applications of competing inventors to be more complete and 
more accurate. 

• Complete the repeal of the “best mode ” requirement. The “best mode” 
requirement was eliminated from U.S. patent law in all but a formal sense under 
the AIA. Congress eliminated this requirement in determinations of patent 
validity given its inherently subjective nature and the lack of any supportable 
policy justification for its continuation in the patent law. Two separate 
recommendations of the National Academies urged its elimination. However, in 
the process leading to the final enactment of the AIA, the requirement was 
allowed to remain formally in the statute. The anomaly of leaving it in the statute, 
but eliminating its impact otherwise, has not only been ridiculed by patent 
commentators, but remains an unnecessary impediment to the United States 
taking a leadership role in international patent harmonization designed to 


’ A “research use” exemplioii could be readily enacted by adding a .15 U.S.C. § 271(j); 

“0 EXPERIMENT.4L USE. — The acts described m subsections (a) and (g) shall not extend to 
making or using a claimed invention for experimental purposes in order to discern or discover — 

“(1) the patentability or validity of the claimed invention and the scope of protection afforded 
thereunder; 

“(2) features, properties, inlierent characteristics or advantages of the claimed invention; 

“(3) methods of making or using the claimed invention and improvement thereto; and 
“(4) alternatives to the claimed inventions, improvements thereto or substitutes tlierefor.” 
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showcase U.S. patent law as the “best practices” model for the rest of the world to 
follow. 

• Confirm congressional intent in enacting the AIA that prior art used to determine 
whether inventions are new and non-ohvious can consists of and only of 
publicly accessible subject matter or patent filings that thereafter become public 
accessible. Some commentators have simply ignored the House Report on H.R. 

1 249 (1 1 2^*' Congress) which indicates that the words that follow “in public use or 
on sale,” namely the phrase “or otherwise available to the public,” create an 
overarching requirement for public accessibility in order for subject matter to 
become “prior art” to a claimed invention. The contrary contention is that the 
words, “in public use ... or otherwise available to the public” should be construed 
to mean both public and nonpublic uses. As bizarre as this possibility sounds, a 
needless (albeit essentially meritless) controversy over this important new 
provision in the AIA now exists that could be fully put to rest with a simple 
amendment to the AIA, i.e., by deleting the words “in public use or on sale” from 
§ 1 02(a)(l ) of the patent statute. 

When the AIA was being considered, these reforms were supported by leading 
proponents of patent reform, the American Intellectual Property Law Association, the 
Intellectual Property Law Section of the American Bar Association and the Coalition for 
2L‘ Century Patent Reform. Given that H R. 3309 will be another major effort at 
improvements to the U.S. patent system, it would be unfortunate if these items were not 
given due consideration as part of the current reform effort. 

3. Topics That May be Neither Ready Nor Ripe for Committee Consideration 

There are other desirable refonns consistent with the aims of H R. 3309 that merit 
some brief discussion, but do not appear ripe for action as part of the current reform 
process - given that it is hopefully set to move swiftly through to completion. First, it 
remains highly desirable for Congress to address the prior user defense found in 
35 U.S.C. § 273. I last testified before this Committee on the issue of the need to expand 
prior user defense on February 1, 2012* before this Committee. I concluded my 
testimony with a plea to my colleagues in the non-governmental sector to develop the 
needed consensus on the desirability of moving forward with efforts to see them enacted. 

No consensus on this issue has yet emerged, at least to my knowledge. In 
discussions that have taken place since the 2012 hearing, there remain reservations within 
the university community on the wisdom of providing a more complete and effective 
“prior user rights” provision. Given the existing law enacted as part of the AIA was the 
result of a carefully crafted compromise in which the university community was 
represented and participated, it remains premature to make the needed changes to 
35 U.S.C. § 273 described in my 2012 testimony.^ 


® See liitpj7judiciar):,house,.gOYL4effl:in£sdIeMni;.s%2ii20!_2,/Am}itajje5f2^^ 

^ Section 3(b)(2)(B) contains an amendment striking § 273(f) and § 273(g) from title 35. These provisions 
were added lo lille 35 as pari of the American Invetilors Proleclion Ad of 1 999, not the AIA. Unless Ihe 
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One additional AIA -related issue merits some mention, but again is unripe for 
consideration by the Committee given the lack of any consensus on a path forward. Part 
of the move to the first-inventor-to-file system produced unprecedented concessions to 
the university community to preserve patentability in situations where the inventor has 
published on an invention before seeking a patent on the published invention. 

As a result of these and other inventor-friendly features of the AIA, inventors 
seeking patents under the AIA’s first -inventor-to-file provisions - at least relative to 
inventor’s who sought patents under the first-to-invent provisions of the pre-AIA U.S. 
patent law - enjoy unprecedented advantages when publishing on an invention before 
beginning the patenting process. As examples, the pre-AIA “grace period” available to 
inventors is fully preserved under the AIA’s new provisions on “prior arf’ and the former 
risk that an inventor publishing on an invention before seeking a patent could forfeit 
patent rights to a rival inventor, spurred by the publication into seeking its own patent, 
was eliminated from the patent law. 

Nonetheless, proposals have emerged that would unwisely expand these 
protections. In general, these overly expansive proposals would provide that the inventor 
who publishes on an invention would have advantages in later seeking a patent over an 
inventor who actually makes a prompt patent filing on the same subject matter. These 
proposals, thus, effectively impose a penalty on making a patent filing and a reward for 
delaying the start of the patenting process. 

Imposing a penalty on the patent applicant vis-a-vis the inventor who delays 
coming to the USPTO to seek a patent in an invention is simply bad patent policy. The 
public faces a far longer period of uncertainty over the scope of patents. The validity of 
patents becomes less certain because validity will depend on the documentation provided 
to the USPTO concerning when and under what circumstances an alleged “publication” 
of the invention took place. (In contrast, documentation that a patent filing has taken 
place in the USPTO is much more categorical.) The potential for mischief in the case of 
publications allegedly made outside the United States exists. 

It would be highly desirable to find a measure way to address university concerns. 
While the give and take with the university community may at some future point avoid 
the current impasse, other needed reforms set out in H.R. 3309 should not be delayed for 
consideration of reform measures that are not yet good to go. 


inclusion of tliese provisions proves to be non-controversial and do not pose any obstacles to tlte movement 
of Ibe bill through Congress, il might be preferable lo delay Iheir consideration unlil a broader consensus 
exists on the more fundamental changes to § 273 that arc warranted by good patent policy and global 
competitiveness considerations. 

' " The allegedly problematic provisions of the AIA arc the so-called “subparagraph (B)” provisions - 
35 U.S.C. § 102(b)(1)(B) and 35 U.S.C. § 102(b)(2)(B). Wliile fliey can operate to preseree tlte right to 
secure a valid palent on stibjecl mailer lhal Ihe invenlor has publicly disclosed, Ihey do nol insulale ihe 
inventor from the patentability -defeating impact of the disclosure of similar work of other inventors who 
make their own public disclosures before tlte inventor seeks a patent. In order to secure more categorical 
proleclion lhal publishing-before-filing invenlors are seeking, il would be necessary lo Ireal Ihe public 
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4. Commentary on AIA-Related Provisions in H.R. 3309 

As to § 9 of H.R. 3309, several reforms would be made to existing U.S. patent 
law or practice. For most of the § 9 proposals, I would urge enactment in their current 
form, subject to possible suggestions from others that might further improve them. For 
two of the § 9 proposals, I might suggest that the proposed reforms do not go far enough 
- and would urge the Committee to be open to more sweeping possibilities for improving 
the patent law. 

One of the § 9 proposals, however, appears to me to reopen an intricate 
compromise that was reached in the final stages of the congressional consideration of the 
AIA, i.e., AIA § i8 dealing with one of the several new post-issuance review procedures 
that was created under the AIA. As noted below, if this compromise is to be reopened, a 
more expansive look at the extent of available post-issuance review procedures is 
warranted, particuiarly in light of the experience with these new procedures in the year 
since their initiation. 

With this preface, let me offer a few specific perspectives that the Committee 
might find useful. 

• 9(a), repeal of the right of a patent applicant to pursue as civil action to secure 
a patent. Notwithstanding any controversy over this change in the patent statute, 
on balance, the benefits to the few patent applicants who would seek this relief 
does not seem to me at least to justify the disproportionate burden placed upon the 
Office to build and maintain the capability to try these cases. It seems particularly 
unnecessary to maintain the civil action right for the first-inventor-to-file patents 
with far more transparent, objective, predictable and simple standards for 
patentability to administer. 

• 9(h), correction of legislative error, i.e., the errant hiclu.sion of a judicial “or 
rea.sonahly could have been raised" estoppel for po.st-gi'ant review proceedings. 
This legislative error greatly undermines the effectiveness of the PGR process as a 
mean for rapidly addressing questionable patents immediately upon issuance. It 
should be corrected and correction should be a priority in any patent reform bill 
enacted in this Congress 


disclosure of an invention by the inventor as tantamount to a provisional patent filing on the inventor’s 
published subject matter. Doing so would allow the inventor to make its nonprovisional patent filings on 
Ihe published invention before Ihe end of Ihe one-year “grace period” from Ihe date of publication, bul Ihe 
treat effective filing date of tlic nonprovisional patent filings as tire ycar-carlicr publication date. If the 
20 1 1 compromise on this issue is revisited by Congress, there could be a path fonvard to compromise that 
would involve repeal of the complex and complicated subparagraph (B) provisions and substitution of a 
relative brief and clear “tantamount to a provisional patent filing” provision treating an inventor's 
publications as the equivalent of an actual filing for a patent. This would, Ihus, afford Ihe publishing 
inventor no special advantage over tlie inventor who had made actual patent filing instead of making the 
public disclosure, but instead offer complete parity between publication and provisional patent filing on the 
disclosed subject mailer. 
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• ^ 9fcj, use of infringemenl standard for construing claims in deciding their 
validity under inter partes review and post-grant review. The USPTO’s decision 
to use a broader construction for claims than would apply when the claims are 
asserted in a patent infringement action is grossly unfair to patent owners and 
untenable in the context of a contested determination of patent validity in which 
the role of the USPTO is the adjudicator, not the examiner (in the sense of patent 
examination). It operates contrary to the intention of Congress in enacting the 
provision and the expectation of the proponents of the new inter partes review and 
post-grant review provisions in advocating their adoption. Had provisions 
mandating the current USPTO claim construction been in the AIA, the bill might 
never have become law. A legislative fix seems ripe and necessary given the 
USPTO’s total non-responsiveness to requests for administrative reconsideration. 

• '^(d), codification of the principles of the judge-made law of “double patenting” 
for firsl-inventor-to-file patents. This codification significantly reforms the law of 
double patenting, while capturing all of the judge-made law’s principles that bar 
timewise extension and/or separate enforcement of patents with highly similar 
claims owned by the same or related parties. Its clarity alone makes it an 
important patent litigation reform measure. 

• 9(e), modification to AIA § 18 (transitional program for covered business 
method patents. AIA § 18 creates a special procedure for challenging the validity 
of “covered business method patents” (CBMPs) that was enacted together with 
AIA § 6, creating the new “inter partes review” and “post-grand review” 
proceedings in Chapters 31 and 32, respectively, of title 35, United States Code.. 
These three types of post-issuance procedures were enacted together to produce 
an integrated and finely balanced set of new post-issuance proceedings in the 
USPTO. They were the result of a carefully negotiated set of compromises on the 
contentious issue of when and under what conditions the validity of an issued 

U S. patent could be challenged back in the USPTO. Self-evidently, any 
substantive change to AIA § 18 would unsettle this compromise. ' ' As one of the 
long-time proponents for making the Chapter 32 PGR procedures part of U.S. 
patent law, I believe that it is premature to reopen the 2011 compromise by taking 
up amendments that could change material aspects of the most controversial 
aspect of the compromise, the AIA § 18 provisions. If the proponents of AIA 


“ H.R. 3309 attempts to correct a drafting error in the AIA that limited the permissible scope of CBMP 
proceedings. The attempted eorreetion is found in § 9(e)(2)(B). The correetion would allow prior art 
patent filings naming other invetilors lo he considered in the CBMP proceedings, e.g., palenis and 
published patent applications as set out imdcr prc-AIA § 102(c). Hotvever, the proposed correction should 
be revised to read “subsection (a) or (e) of section 1 02” rather than “subsection (a), (d), or (e) of section 
102”. Prc-AIA § 102(d), because it is best understood as a “loss of right to patent” provision rather than a 
prior art provisions. To tire extent the ainendment corrects a drafting error in the AIA. tliere should be no 
prmcipled objection to proceeding with tliis aspect of § 9(e) of H.R. 3309. 

As best I can tell, the USPTO’s implementing regulations defining the nature of CBMP-eligible 
inventions remain highly controversial, as does the Versaia decision. See SAP America, Inc. it Versata 
Dev. Group, Inc. , CBM20 1 2-0000 1 , Paper 36 ( January 9, 2013). Under § 9(e)(2)(A) of H.R. 3309, the 
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§ 18 insist that Congress revisit the CBMP-related provisions of the AIA, the 
Committee should do so in the context of a balanced and holistic look at the 
operation of all three “post-issuance review” chapters enacted together under the 
AIA. 

• ^(f)^ clarificatiofi of limits on patent term adjustment. These USPTO-proposed 
amendments appear on their face to be unobjectionable. With the advent of first- 
inventor-to-file patents and the ability of patent applicants to secure prompt action 
by the USPTO to get patents issued through the Prioritized Patent Examination 
Program, the original policy justification for Patent Term Adjustment, never 
strong to begin with, has now all but evaporated. If the USPTO were willing to 
grant Prioritized Patent Examination to any patent applicant meeting the current 
qualifications, the Committee ought to consider whether the time has come to 
retire the PTA statute in its entirety - most especially for first-inventor-to-file 
patents. 

• § clarification of federal interest in patent-related claims. The section 

provides an appropriate clarification of the federal interest the adjudication of 
causes of action involving rights granted under the patent law. It represents a 
useful effort at securing consistency in the interpretation of patent rights. 


decision would be deemed controlling. Thus, § 9(c) would be correctly viewed by sonic as substantively 
reopening the compromise that led to tlie enactment of AIA § 18, 

The AIA § 1 8 CBMP procedure carried with it the least policy justification of any post-issuance review 
procedure enacted under the AIA, No substantial policy justification for applying the CBMP provisions to 
the first-invcntor-to-filc patents exists, given that all these patents will be subject to an immediate (and 
more comprehensive) post-grant review procedure. Similarly, for newly issued first-to-invent patents, the 
same policy considerations that dictate tight time limits on the availability ofPGR proceedings should 
constrain the availability of the CBMP proceedings. This would require limiting the ability to seek a CBM 
proceedings to the same nine-month window^ after any new- patent issues. Finally, tlie eight-year ‘'sunset'’ 
provision for requesting CBMP proceedings othcnvisc remains an unjustifiably long period for a provision 
tliat W'as touted as “transitional by its proponents. (A tliree-year transition would have been adequate and, 
again, it is difficult to identify any justification for a “transition” period beyond five years,) Any reopening 
of CBMP provisions of AIA § 18 provisions should address the desirability of imposing more appropriate 
constraints on § 18 - /.f., not the lifting of the § 18 “sunser in § 9(e)(1)(B), but further constraining the 
availability of the CBMP procedure. In a similar vein, if AIA § IS is reopened to reconsider its merits, I 
would urge that the Conuiiittee take up tlie issue of whether the new IPR procedures should be barred for 
all patents issued under the first-inventor-to-file rules (PGR is available for such patents and public policy 
considerations w^ould encouraged its use by barring later resort to IPR) and, additionally, barred for any 
patent where the same issue could be (or is being) raised in an ongoing patent validity determination in tlie 
courts. The Committee has the ability to reconsider the IPR provisions in the AIA in light of actual 
experience with the administration of IPR proceedings by the USPTO. For example, 80% of IPR requests 
represent potentially w-asteful and duplicative litigation - because precisely the same patent validity issues 
that arc considered during the IPR could be fully and fairly resolved in conciurcnt district court 
proceedings involving the same patent. At a time when USPTO resources wall be needed to handle a 
growing number of potentially more important and more impactful PGR proceedings, the Committee might 
well conclude that both § 1 8 CBMP and Chapter 3 1 IPR procedures merit a lesser priority and a lesser 
emphasis. Alternatively, as to proposed changes to AIA § 18, the Coiimiittee might conclude that sleeping 
dogs should be allow'ed to lie - and the 201 1 compromise on CBMP, IPR and PGR should be allow^ed to 
remain undisturbed absent some compelling justification for moving forward with a holistic reassessment 
of their operation and impact on the patent system. 
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• ^ technical amendmenls. While each of these amendments is technical in 

nature, the amendments in paragraph (2), relating the inventor’s oath or 
declaration requirement in 35 U.S.C. § 115, seem unnecessary. The paragraph (2) 
amendments, at best, complicate compliance with the requirement under § 1 1 5 
and undo reforms that were intended under the AlA. The Committee should 
consider an alternative technical amendment that would eliminate the requirement 
for an oath or declaration for all assignee-filed patent applications and otherwise 
provide the USPTO authority to require such statements only where the agency 
finds it necessary or desirable to require the additional paperwork. Doing so 
would clearly obviate the need for the amendment in paragraph (2) and represent 
a reduction in clearly needless paperwork in connection with patent filings, 
particularly in comparison with the additional burden that would be imposed 
under paragraph (2). 

Even without consideration of the remaining substantive provisions of H.R. 3309 
found in § 3 through § 6, the Committee’s efforts in § 9, especially if augmented with 
additional measures that could be included to complete the work of the AlA described 
above, would constitute a major set of improvements to the U.S. patent system. 

5. Patent Litigation Rules and Procedures - The Need for Concerted Action 

By far the lengthiest and most complex portions of H.R. 3309 are those that relate 
most directly to the conduct of patent litigation in the courts. First and foremost, there is 
virtually no dissent from any constituency in the patent community that patent litigation 
must work better for both the patent owner and the accused patent infringer. As my 
testimony will elaborate, patent litigation concerns are not technology-specific concerns. 
They do not have a plaintiff-specific character or represent a defendant-centric issue. 


A more comprehensive refonn could be realized if, under 35 U.S.C. § 1 15(a), second sentence, the 
currenl slalulory provision were modified lo add Ihe ilalici/ed language (and remove Ihe word “shall”), as 
follows: “Except /hr an application fled under section 118 or as othcnvisc provided in this section, each 
individual w'ho is tlie inventor or a joint inventor of a claimed invention in an application for patent shaH 
may he required by the Director to execute an oath or declaralion in connection with the application.” The 
reference to “section 118” would eliminate any inventor oath/dcclaration requirement in the case of patent 
filings by an assignee of the inventor named in tlie application as tire inventor. The AIA for the first time 
permitted the patent owner to seek a patent in cases where the inventor has assigned the right to seek a 
patent. At the same time, the AlA reduced the requirement of the inventor to file a separate oatlr or 
declaralion lo a mere formality -ihe actual filing of ihe oalh/declaralion need not lake place unlil after ihe 
examination of the patent application is completely finished. Whatever merit might exist for continuing 
this now' unnecessary paperwork in connection w'ith patent filings clearly does not exist where the patent 
owner (assignee) is the patent applicant and a separate assignment of the invention (and, thus, the right to 
patent the invention) w'ill be filed by the patent owner during the course of the patentuig process. Simply 
limiting the applicabilily of the § 1 1 5 requiremenl to inventor-applicants would, first, obviate ihe need for 
the § 9(h)(2) amendment and otherwise limit paperwork that is wholly superfluous to the patent 
examination process. Moreover, it would serc'e to further harmonize U.S. patenting practices with “best 
practices” outside the Uniled Stales. 
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As difficult as it may prove to forge a consensus on needed litigation reforms 
among competing interests within the patent community, it is essential that the 
stakeholders of all stripes come together and face the facts: there is an urgent need to 
work constructively to find measures that will make a dramatic difference in the ability to 
secure a timely and complete remedy for infringement of a valid patent and rapidly and 
inexpensively eliminate the specter of liability for an invalid one. 

My hope is that H.R. 3309 will mark the starting point for an effort that must 
continue to an effective set of responses to these patent enforcement issues. Absent 
resolution, the concerns over the existing patent litigation rules and procedures - 
producing litigation consequences that often bedevil both plaintiffs and defendants alike 
- seem certain to doom the broad public support for the patent system. In part, it is 
public support that forms the underpinning for the patent system’s effectiveness as an 
engine for investment into the development of new technology. 

Let me offer with a real-world example from my own experience of what 1 
believe is at the core of the frustration in which patents are enforced today in the United 
States. It is an important example for several reasons. The patent at issue was not a 
“business method” or “software patenf’ or a patent in the financial services sector. It was 
not a patent owned by a so-called “patent troll” or a “patent aggregator.” Indeed, the 
litigation involved a patent whose pedigree could hardly have been more impeccable. 

The enforcement of the asserted patent was in the hands of a sophisticated 
biopharmaceutical research corporation and the patent’s named inventors included Nobel 
Laureate scientists. 

The patent litigation spanned eight years from the original complaint to the final 
disposition on appeal by the Federal Circuit. At the mid-point in the litigation, a jury 
sustained the patent as not invalid and awarded damages for patent infringement in the 
tens of millions of dollars. However, as the appellate court would later confirm, the 
patent was wholly without merit. 

The patent’s meritless character was no secret. After the jury verdict finding the 
meritless patent “not valid” and infringed, the patent litigation became the subject of a 
quite pointed editorial that appeared in Nature Biotechnology: ' ^ 

Here’s an idea. If your company is looking for a bit of extra 
income to support its research and clinical programs and 
you’ve gone to all your usual sources of financing and still 
come up short, why not trawl around to find a piece of 
intellectual property (IP) from three prominent academic 
centers that stakes a claim to virtually every therapeutic 
approach under the sun modulating a pivotal pathway in 
biology — say one central to inflammation, cancer and 
osteoporosis, for starters — and then license it exclusively. It 


Nature Biotechnology 24, 593 (2006), “A License to Print Money?” available at 
jtllt):/Avvvv\.nalnre.com/nbl/iot!ntal/v2 4/n6/ rii.li/nbi0606-593.hjml. 
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doesn’t really matter whether the IP is related to your 
company’s R&D interests; the important thing is that the 
patent is broad enough to make tens (perhaps hundreds) of 
drug companies subservient to your license. Simply send 
out 50 or so letters to your (former) friends and 
counterparts at companies around the nation informing 
them that they are infringing your patent and ask for an 
appropriately exorbitant level of remuneration. Sit tight and 
wait for the money to roll in. 

Though it may seem far-fetched, this situation is essentially 
what has transpired in the case of US Patent No. 6,410,516. 
This is one of a family of patents covering methods of 
treating human disease by regulating nuclear factor (NF)- 
kB, exclusively licensed in 1991 from the Massachusetts 
Institute of Technology, the Whitehead Institute for 
Biomedical Research and Harvard University by 
Cambridge, Massachusetts-based biotech Ariad 
Pharmaceuticals. Four years ago, to test its patent’s mettle, 
Ariad filed suit in the US District Court in Massachusetts, 
accusing Indianapolis-based pharma giant Eli Lilly of 
patent infringement. 

On May 4, a federal jury in Boston ruled Ariad’ s patent to 
be both valid and infringed by two Lilly drugs, small 
molecule Evista (raloxifene) and recombinant protein 
Xigris (drotrecogin alfa), currently marketed for use in 
osteoporosis and septic shock, respectively. The jury 
awarded Ariad ~$65 million in back royalties and a healthy 
2.3% royalty on future US sales of the two drugs until the 
patent’s expiration in 2019. The sum should cover Ariad’s 
operating losses in 2005 . . ., if not its legal fees. 

The decision has sent shock waves through the industry not 
least because Ariad’s patent, and similar method-of- 
treatment patents like it, could fence off whole swaths of 
biology, preventing other innovators from developing 
medicines because they may trespass (however 
tangentially) upon the patented pathway(s). Ariad’s patent 
is particularly worrisome because NF-kB regulates the 
expression of more than 175 other genes and is involved in 
the mechanism of >200 marketed compounds, including 
aspirin, antibiotics and such biotech drugs as Velcade 
(bortezomib), Enbrel (etanercept) and Kineret (anakinra). 
To make matters worse, NF-kB is involved in virtually 
every disease you can think of, including cancer, arthritis. 


- 13 - 



63 


chronic inflammation, asthma, neurodegenerative disease 
and heart disease. Almost no therapeutic indication is safe 
from its clutches. 

Indeed, the IP lawyers appear to have gone to extraordinary 
lengths to ensure that anything that comes within so much 
as a whiff of NF-kB will be drawn into the ‘516’ patent’s 
black hole. As one industry insider puts, the patent’s 
claims — an eye-popping 203 of them in all — are a 
“relentless paving machine, spreading hot asphalt on 
everything in sight and spraying lane markers for the toll 
booths.” No wonder the patent took 16 years of prosecution 
at the US Patent and Trademark Office (USPTO) before 
eventually issuing. 


Patents are supposed to encourage invention, 
commercialization, disclosure and societal benefit in return 
for a limited market monopoly. They were never intended 
as a means for a single company to hold the rest of the 
industry to ransom. The courts must now act swiftly to 
invalidate this patent. And, more importantly, they must 
provide clearer guidance to the industry and USPTO as to 
the proper scope of patentable subject matter. Let’s hope 
patent ‘516’ goes down in flames. The sooner, the better. 

The day the patent issued - June 25, 2002 - was the day that Eli Lilly and 
Company was sued for patent infringement. I recall that day well, because I learned of 
the lawsuit while traveling in Boston. An analyst from Lilly’s investor relations group 
wanted an immediate assessment of this litigation in order to respond to investors who 
were calling Lilly attempting to assess the seriousness of this lawsuit - and the potential 
for others just like it that the company might face in the future. 

I took me a relatively small amount of time - hours, not days or weeks - to get 
enough facts together to conclude that the infringement allegations were utterly without 
merit - if Lilly were to competently defend the action, there was almost no prospect the 
Lilly would be found liable. 

That response from me was categorical and public - the patent should never have 
issued; there was essential no prospect that the validity of the patent would be upheld; 
and Lilly would ultimately have no liability. Even after the patent owner was successful 
in securing a multi-million dollar jury judgment against Lilly, 1 was no less adamant that 
the patent was utterly without any legal merit and Lilly would prevail.'® 


See http:/.6vvw,cafeDharma.com.Tx')igds/shQwi]iread,Dhp?‘w94198 , misquoting a statement that I had 
made lo the press rollovving the juiy- verdici: ‘“The likelihood of this decision being upheld is so low, so 
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Eventually the entire Federal Circuit weighed into the issue of the patent’s 
validity. There was no suspense. The only point of contention among the appellate 
judges was which requirement in the patent statute was the correct one to use to 
invalidate the patent. 

What should this saga tell the Committee about patent reform? 1 would submit 
there are several learning points: 

• There is no substitute for a patent examination system that - even in the face of 16 
years of effort to secure meritless patent claims - persists in refusing to issue a 
patent that, if challenged, could not be sustained as valid. That did not happen 
here. After 16 years of patent examiners who would just say “no,” the patent 
owner finally found a patent examiner who would say “yes” to over 200 
hopelessly invalid patent claims. One entirely meritless patent is one good reason 
that patent reform measures - including litigation reform proposals - should start 
by giving careful consideration to the issue of USPTO financing and the ability of 
a properly financed USPTO to deliver on long-term commitments to enhancing its 
capabilities. 

• The issues with patent litigation are not confined to “patent trolls;” any reform 
issues to be addressed are not unique with “patent assertion entities. The 
plaintiffs in this case were an esteemed university (Harvard), a renowned research 
institute (Whitehead Institute) and a sophisticated biopharmaceutical research 
organization (Ariad Pharmaceuticals, Inc ). Legislative reforms should be 
targeted to a practice, not a person. 

• None of the needed litigation-related reforms are unique to any technology. 
Nothing in the patent at issue in the Lilly lawsuit related to computers, software, 
business methods, tax preparation methods, or financial services. Rather, this was 
a patent relating to a profoundly important discovery in the area of biomedical 
research. Legislative reforms .should not be drafled as though they were writing 
to a technology sector, b ut to i.s.sues that can plague a patent litigant acro.ss 
technologies. 

• However, lengthy and expensive Lilly’s defense might have been in this 
litigation, the situation would have been far worse if the plaintiff had brought the 
same patent infringement claims against Lilly’s “customers” - individual 
prescribing physicians, medical clinics, or even patients using the medicine, all of 
whom would have carried the same liability for infringement as Lilly had the 
patent been valid. Whatever pressure might have existed for Lilly to have settled 
this litigation would have been profoundly more intense had Lilly’s market for its 
accused products been impaired by customer lawsuits. Reforms should reduce the 
pro.speet that either side to a patent infringement law. suit can induce a re.soiulion 


close to zero, that I'm more worried about tlie next asteroid wiping out Western civilization.’ Robert 
Armilage, Lilly ’s general counsel, said in an inlervievv.” 
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simply by making i1 uneconomic for its adversary to pursue a legitimate remedy 
or mouni a meritorious defense. 

• This infringement lawsuit was no picnic for the plaintiffs. In addition to losing a 
lawsuit on a patent that the plaintiffs may have mistakenly believed could be 
successfully enforced, they faced the distraction of the litigation and the waste of 
corporate resources that could have been put to productive investments into new 
medicines. An early and decisive decision invalidating the patent would have 
better served plaintiffs than a prolonged, multi-million dollar futile effort at 
assertion. Actions taken by Congress should assure that the AlA 's po.st-grant 
review procedure becomes a viable option in fact, that is used to efficiently and 
effectively cancel newly issued patents that lack merit. 

• The number of concurrent and meritless patents lawsuits faced by a company does 
matter. Most Lilly-sized companies may be willing and able to address one 
meritless patent lawsuit at a time. Fewer would have the ability to exhibit the 
same behavior if there were multiple such meritless lawsuits brought each year. 
And, at some point, quantity alone would be enough to drive companies to 
compromise, rather than fight, patent infringement claims, even those lacking 
much, if any, discemable merit. The hallmark of a completely broken patent 
system would be if patent litigation were to support a business model in which 
meritless allegations of infringement would be enough to produce economically 
attractive settlement offers from the accused infringer, solely because the costs, 
delays and uncertainties in seeking to invalidate the patent in court make 
defending against the patent an act of economic irrationality. A collection of 
individual litigation-related reform measures, able to work synergistically, may 
be recptired to assure that ihe inlegrily of ihe patenl system is not called into 
cpiestion because litigcUion assertion potential, not inventive merit, has become 
the yardstick for measuring the economic value of a patent. 

In light of the Lilly experience, T would like to offer a few observations on the 
topics addressed in § 3-§ 6 of H.R. 3309: 

• Greater Pleading Specificity. What is good for the goose, is good for the gander. 
Both plaintiffs and defendants in patent infringement litigation would reap 
benefits from much greater pleading specificity by their litigation adversary. One 
on hand, it is critical to understand the nature of the allegations of infringement. 
On the other hand, it is vital to understand the defenses to validity and 
infringement and their basis. Greater specificity in pleading opens the door to 
greater focusing of permitted discovery, by limiting available discovery to 
evidence potentially relevant to the specific claims or defenses pled. 

• Fee Shifting to Losing Party. To the extent that providing a prevailing party the 
right to recover its attorneys’ fees from the non-prevailing party serves to deter 
both parties from asserting claims or defenses of dubious merit, such an outcome 
should more than offset the less desirable consequences of doing so - one of 
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which is discouraging accused infringers of limited resources from mounting 
invalidity and non-infringement defenses, given that failing to prevail might 
double the negative consequences from failure. Under an appropriate legal 
standard, shifting of attorneys’ fees to the non-prevailing party should represent a 
significant civil justice reform. 

• lying Commencement of A vailahle Discovery to Claim Construction Rulings. 

There are good reasons why the Committee might wish to proceed with caution in 
any categorical tying of the commencement of available discovery to the so-called 
“claim construction” or “Markman” rulings. No aspect of contemporary patent 
litigation is more fraught with problems than the Markman process. Markman 
Rulings on disputed terms used in a patent are - with a frequency some find 
distressing - modified (or even reversed) by the Federal Circuit in the course of 
deciding an appeal. District court judges themselves may modify an original 
ruling as the infringement lawsuit proceeds. In some patent infringement 
litigations, the Markman Ruling can be dispositive of the infringement issues in 
the litigation; in other patent infringement litigations, the Markman Ruling is 
inconsequential to the ultimate resolution of the lawsuit. A one-size-fits-all 
statute tying the commencement of available discovery to the initial Markman 
Ruling would make sense in some litigations, but possibly not in others. That 
said, the Markman process is unlikely to disappear - at least in the foreseeable 
future. The specter of early, burdensome discovery costs - that can make paying 
tribute to the patent owner the only economically sensible path forward 
irrespective of the merit of the patent - can be effectively removed in situations 
where the result of an early Markman Ruling provides the basis for a 
straightforward defense on lack of novelty or non-infringement grounds. 

• Transparency of Patent Ownership. Patent rights best serve the public interest 
when they operate as property rights - and the ownership of the property rights is 
fully transparent. Requirements to promptly disclose information on which the 
identity of other interested parties in the asserted patent can be detemiined by the 
accused infringer may also serve the interests of justice, at least in situations 
where they are of potential relevance to the rights or defense the accused infringer 
might assert. 

• Customer Lawsuits: Stays of Litigation. In many situations, the patent owner can 
be - and ultimately will be - made whole for any acts of infringement that have 
taken place, or will take place, by suing the manufacturer of an accused product. 

In this and like situations, separate infringement lawsuits brought against 
customers may serve no legitimate purpose - at least where the manufacturer is 
willing and able to stand in the shoes of its customers and the customer agrees its 
interests would be served by having the manufacturer take over the defense of the 


' ' The “Markman Hearing” in a typical patent litigation is a separate proceeding conducted by the judge to 
constnie the “terms" of a patent elaim for which Ute parties have differing views. The “Markman Ruling” 
following a Markman Hearing will often be a chart tliat lists the disputed terms of the claim and provides 
an indication of the meaning to be given to the disputed temis. 
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patent. In appropriate circumstances, requiring that the customer infringement 
action to be stayed until the action involving the manufacturer has been resolved 
would prejudice no legitimate interest of the patent owner and would conserve 
judicial resources. 

• Mandating Specific Discovery and Case Management Practices for the Judicial 
Conference and Supreme Court to Incorporate Into Rules and Practices. A broad 
consensus appears to exist that the Judicial Conference and the Supreme Court 
could play positive roles in patent litigation reform efforts by developing rules 
and procedures that would result in more specificity in patent pleading and better 
tools for the management of discovery. The point of contention arises on the 
issue of whether Congress should dictate the content of the rules and procedures 
and, if so, to what level of specificity. The greater the mandated detail, the 
greater the specter that the “one size” will not serve to “fit all” situations. 
Directing the Judicial Conference down a productive path should steer clear of 
dictating to a level of detail that, however sensible for a court in some situations, 
would manifestly fail to advance the administration of justice in others. 

Quite clearly, H.R. 3309 is focused on all the right issues - pleadings more robust, 
discovery more controlled, patent ownership more transparent, customer actions less 
frequent and the Judicial Conference more engaged. What is needed now is for the 
constituencies that will be affected by these reform initiatives to come together on the 
many details that will result in alignment on the best path forward - to assure that the 
final legislative product, even if built on compromise, is an effective and comprehensive 
response to the unacceptable state of affairs for all patent litigants, whether plaintiffs 
seeking remedies or defendants deserving of exoneration. 

Conclusions 

H.R. 3309 is a thoughtful and comprehensive effort that holds the promise of 
making significant improvements to the environment in which patents are litigated. To 
realize that promise, further refinements will be needed as the bill progresses through 
Committee deliberations. That said, the bill as introduced should serve as an excellent 
vehicle for proceeding forthwith with the refining and finalizing process. Certainly, the 
constructive criticisms of and other comments on the bill made thus far provide grounds 
for optimism that the remaining concerns over the specific details in the current bill can 
be successfully addressed. 

In addition to the elements of the bill dealing most directly with patent litigation 
reform, H.R. 3309 contains additional provisions that are important to the patent system 
and merit inclusion in any bill reported by the Committee. Near the top on this list would 
be the clarification and reform to the law of “double patenting” - at least for first- 
inventor-to-file patents. The other top-tier reform would bar the USPTO from employing 
a different “claim construction” standard for determining the validity of a patent in a 
post-issuance review procedure from that mandated by the Federal Circuit in patent 
infringement litigation. 
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Other patent reform measures, not currently included in the provisions of H.R. 
3309, would complete the work of the AIA and the recommendations of the National 
Academies on which much of the AIA was premised. These include an experimental use 
exception to patent infringement, mandated publication of all pending patent applications 
at 1 8 months from the initial filing date, completing the repeal of the “best mode” 
requirement, and confirming congressional intent with respect to the limitation on “prior 
art” that can invalidate a patent for lack of novelty or non-obviousness to publicly 
accessible subject matter. 

Finally, the Committee should not lose sight of the most important factor in 
assuring an effective patent system - a United States Patent and Trademark Office 
operating effectively and efficiently. That objective is frustrated when the USPTO’s 
financing is uncertain - month to month or year to year. The consequences of 
sequestration during the last fiscal year suggest that a complete reform package in the 
current Congress would find some mechanism to assure that this history cannot repeat 
itself 


Thank you again, Mr. Chairman, for the privilege of being able to appear before 
this Committee today and offering - what I hope and intend are - comments that might 
facilitate the work of the Committee in moving the next generation of patent reform into 
law. 
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InlnHlucfiim - The Miracle of Miracles That is the America Invents Act 

The road to the world's first truly 21“ century patent system was not an easy one Looking back, 
it is fair to .say that the Leahy-Smith .America Invents Act of 201 1 was enacted notwithstanding 
the prospective impossibility of ever making such a set of profound and fundamental changes to 
U S patent law all in one massive reform bill 

Consider the lessons provided by patent reform history When the last major revision of US 
patent statute was made in I9.S2. it was characterized by its congressional sponsors as a 
codification of the then existing patent law.'*' with very limited elTorts to change the patent lawA’ 
The Patent Law Amendments Act of 1984^' sought - and achieved - only marginal 
improvements to the operation of the LI S patent system “ The modestly aggressive reform 


'"Pub L No 112-’!). 125 Sun 2X4(21111) 

Tlic (19521 reMsmiiorTiUc 35 was priiiianjN a codtricaiion projccl b> a House tufRcptcsciilalncsl codificalion 
conuniUcc ttud (ogcl il enacted proiiiplh willioiil a long debate, it iiod to be kept nunconlio\Cfsial Judge Giles S. 
RicIl Lax^ng the Ohftsi t(f the "tm'ciilUm " Keijturvmvni. 4 1 AIPLAQ.J 1. 15 (2t>l3). ns rcpnnlod 
■"Sec Cong Rcc (Senate) 98 yo*)?. 9323 (1952) In ll»e Senate debate on tlic 1952 Patent Act. Senator Wiley, in 
prcseiUuig Ibc bill for consideration, slated tliat '|l|hc bill siiiq)l\ comtitulcs a lestalcnienl ol'Utc patent laws of the 
United States ' Stibscquciili> . a colloqm ensued between Senators McCairan and Saltonstoll 
Mr SALTONSTALL Mr Prcstdciri. w ill the Senator from Nc\ ada tell us the purpose of the bill'^ 

Mr McC ARRAN TIte bill would codih tiic patciii laws of tlie United Stales It is under tlic able gurdance of ilic 
Soiialor from Wisconsin. Mr Wilc>’ 

'Mr. SALTONSTALL I am not ii patent lawyer, but I know |»icnLs arc a vcr\ tccliiucal subject Docs the bill 
clisnge llic law in any way or only codify tlic present patent laws*' 

"Mr McC ARRAN. Il codifies the present patent laws '* 

•' Pub L No 98-622. § 10.3. W Sint. 33K3 

’‘President Reagan clmraclcnired the changes made in tlie PLAA of 1984 in llie following tenns Tile bill provides 
inventors with a new , cfTicicnt incciiniusm to protect llicir nglii to use llicir iinenlioiis williout the need locNpcnd 
scarce rcsoiuccs to obtain a patent Tins procediitc offers great cost sa\ mgs (xilciUial to Federal agencies, w hicli ate 
tlic single largest filers of U S. pnlciils. Il also closes a loopliole m CMsIiiyg law w hich pentutlcd copiers to export 
jobs and avoid ItobiliU by arraiiging for fiiBil assembly of patented innchiiies to occur offsliorc Tlie net elinniiaics 
unwarranted icchiucnliues in llu? palctil bw dial threaten tlie validity of patents for inycntioiis ansing from corporate 
research teams Sec "Slatenteni on Signing lire Patent Law Amendments Act of 1984 ' Nov. 9. 1984 at 
blip ;'w w w .picsidctwx .iKsb cdu/yW/p»d‘ .394(M) Tlic first of the PLAA s achievements was repealed by the AIA 
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agenda for the American Inventors Protection Act of 1 999^^ was highly attenuated in its final 
legislative text7'* 

In contrast, the AlA was purposefully a comprehensive reform bill, both as a whole and in each 
of its key parts. It was intentionally designed to upset a raft of settled notions and settled 
expectations about what the U.S. patent law should be and how it should operate. Taking the bill 
part by part, it becomes clear just how amazing its Journey through Congress to final enactment 
into law was. 

For example, a more narrowly crafted patent bill aimed at doing no more than flipping U.S. 
patent law from a first-to-invent to a first-inventor-to-file system would have been doomed to 
failure. Even at the start of the second decade of the 2U* century, such a change to U.S. patent 
law was so controversial - and had such a limited constituency willing to push past the 
controversy - that a first-inventor-to-file standalone bill would never have come to a vote in the 
1 12* Congress. 

Other important reform provisions would have met no better fate. Imagine a standalone bill 
proposing to eliminate the consequences of failing to comply with the “best mode” disclosure 
requirement? Dead on arrival for certain. 

Consider the viability of a bill designed to do no more than remove the “deceptive intention” 
provisions that had limited an inventor’s ability to take remedial actions, such as changing the 
named inventor in an application or patent or seeking a reissue patent. No chance whatsoever of 
a congressional sponsor taking up that cause standing by itself 

What of legislation permitting the inventor’s assignee to make the application for patent or 
effectively eliminating the historic requirement for filing a separate inventor’s oath in connection 
with a patent filing? No congressional champions would ever have emerged to push through 
such largely formal changes in the operation of U.S. patent law, however desirable the 
consequences of their enactment. 

In a similar vein, consider a bill did no more than rewrite § 102 of the patent statute from scratch 
- with the intent to remove a host of “loss of right to patenf’ provisions and fully globalize the 
definition of the prior art used to determine whether a claimed invention in a patent filing was 
novel and non-obvious. By itself, this would have been a very tough sell. 


-'Pub. L. No. 106-113. § 4807. 113 Slal. LSOl; 

The AlPA of 1 999 was onginallv intended to pro\ide universal 1 8-inonth publicatioTi of all pending pateiit 
applications, but succeeded in mandating publication of only some; to provide a prior user defense for all patented 
invenlions, but aclueved onlv a limited defense for some types of inventions; to provide contested reexamination 
proceediiigs for issued U.S. patents, but did so only in a highiv prospective niaTiner and with a draconian estoppel 
provision tliat discouraged its use. 

See generally, Robert A. Armitage, Understanding the America Invents Act and Its Implications for Patenting, 
AlPLA Q.J. 40: 1, 133 (2012) [available for downloading at 

http’/Avww . i is pto gQ V / aia_!inp ]e tn cnt atioii/ annitagc_ pdf.pd t] andRobeit A. Annitagc, '‘LEAHY-SMTTH 
AMERICA INVENTS ACT: WILL IT BE NATION S MOST SIGNIFICANT PATENT ACT SINCE 1790?”, 
Washington Legal Foundation Legal Backgrounder, Vol. 26, No. 21 (September 23, 20 1 1), available at: 
bttp:;7\vwvv.wlf,org.dJp l oad/logalsti.idies.'lega lb ackgrounde r/ Q9-23-lL\rm ita ge LegalBackgroimdor.pdf . 
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Within this one section of the new patent law alone, there are a plethora of intricate policy 
choices. Any one of the myriad of § 102 issues could have been the source of divisive and 
disabling controversy over how to proceed with an entirely new structure for assessing the scope 
and content of the prior art. 

Perhaps most amazingly, the AIA contained a provision that enables any patent owner to correct 
any error or omission in the original examination of the application for patent and, once 
corrected, prohibits the patent from later being declared unenforceable based upon prosecution 
misconduct. Tf any provision of the ATA standing alone would have appeared to be legislatively 
impossible, it would have been this provision of the AIA creating supplemental examination. 

Finally, imagine the wrath that would have descended on the halls of Congress if the only 
provision of a patent reform bill had been a section subjecting all newly issued patents to a 
reassessment their validity - allowing a patent challenger to raise any issue of invalidity that an 
accused infringement might be entitled to raise in a civil action to enforce the patent. Adding 
fuel to the fire of controversy that such a provision would have engendered were ancillary 
provisions specifying that such a proceeding would be conducted before administrative patent 
judge who would be required by statute to conduct and complete the validity review within one 
year from its initiation. 

Tf it would have been a certifiable miracle for any one of these provisions to have run the 
congressional gauntlet and become law, it is certainly a miracle of miracles that these profoundly 
important changes to our patent system have now come into full effect. FTow did the relative 
congressional timidity in making patent reforms - dating back more than a dozen decades -come 
to such a profound end with the ATA? 

To answer this question, it is worth a look backward, specifically at the vision that was at work 
that led to the enactment of these orchestrated changes to the U.S. patent system, in the specific 
form that they took, as an unapologetic effort at radical modernization of our nation’s patent 
laws. 

The Vision: Why It Was What It Was — In the Way It Was 

The key provisions of the AIA - first-inventor-to-file revolution, repeal of “loss of right to 
patenf’ bars to patentability, the globalization of the definition of prior art, the enhancement of 
the inventor- and collaboration-friendly prior art exclusions, the effective repeal of the “best 
mode” disclosure requirement, the removal of the “deceptive intention” limitations on remedial 
actions to preserve or protect or perfect a patent, the availability of assignee filing of patent 
applications, the de facto demise of the requirement for a separate inventor’s oath or declaration, 
the opportunity through supplemental examination to correct any and all errors or omissions in 
patent examination that might otherwise have destroyed the enforceability of the patent, and the 
plenary opportunity via post-grant review to challenge and rapidly remove a patent with invalid 
claims once issued - were neither an accidental nor an uncoordinated set of amendments to the 
patent code. Rather, they were the product of a unified vision of what a 2r' century patent 
system should be at its core. 
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Transparent, Objective, Predictable and Simple 

This vision for a 21® century patent system that inspired the drafting of the AIA was as coherent 
as it was straightforward. Its overarching policy objective was that determining validity for a 
claimed invention in a patent should, to the maximum extent possible, be transparent, objective, 
predictable and simple. That, in a nutshell was the motive force driving the AlA’s core 
provisions on patent validity. 

There were but two tempering factors in the drive to this vision. A simple patent law, however 
desirable simplicity might be, should nonetheless impose a rigorous and complete set of policy- 
driven requirements for a valid patent. One of the masterful aspects of the ATA was that the 
most critical provisions of the patent law, provisions limiting the scope of protection that could 
be secured by a valid patent, were undiminished. Indeed, through reforms chucking the 
distraction of the “chaff” of the pre-AIA patent law, the kernels of a rigorous patent law become 
all the more visible. As will be discussed later, the “four oarsman of patent validity” remain 
onboard, with each able to pull its own weight, to assure the patent system does not veer off 
course. 

Second, in the 21® century, a patent law should be both inventor friendly and collaboration 
friendly. This friendliness is appropriate given how teams of engineers and scientist often work 
together - across organizational boundaries - to discover and then work to refine discoveries. 
This need for inventor and collaboration friendliness in the patent law required the introduction 
of complicating factors into the ATA. First, it meant retaining the inventor’s one-year “grace 
period” in an undiluted form. Second, it required expanding protections for inventors and their 
collaborators against so-called “self-collision.” 

The inventor’s one-year “grace period” was carried over in a perfected, undiminished form from 
the pre-AIA law. As for “self-collision,” the inventor’s earlier patent filings, or those of his co- 
workers or collaborators, cannot used to limit the subject matter that might be successfully 
patented in the inventor’s later-filed patent applications, provided the new (and more liberalized 
compared to pre-AIA law) statutory requirements are met.. 

The text of the AIA in these respects did not, of course, descend from some legislative mountain 
engraved on stone tablets. It was in the end the work of congressional compromise. Some 
elements of the final compromise were unrelated to the vision. Others, although modestly 
dilutive of the vision, were not inconsistent with it. 

If there were disappointments (or, in a glass-half-full sense, future opportunities for 
improvement) in the AIA revolution, they lie in the failure to repeal outright the “best mode” 
requirement^*’ and, more unfortunately, the failure to explicitly overrule the judge-made law of 


^*’ The "best mode” requirement epitomizes the Wpe of subjective, comphcating, and even mystifying provisions of 
prc-ATA law tliat dcscivcdly niciit congressional contempt in craftitig a 2 1 st centmy patent sy- stetn Looking back, 
lea^dng tlie \'estiges of the requirement on the statutorv’ books was one of the most regrettable compromises needed 
to get the ATA enacted into law. An objective patent system would not look into the mind of the inventor on the day 
of the patent filing to determine if the inventor's patent w ere valid or not. Rather, it would look to the ability of 
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“inequitable conduct.”^^ While major reforms were worked on both these issues as part of the 
AlA, the continuing presence of vestiges of these elements from pre-AlA U.S. patent law can 
now be best seen for what they are - an international embarrassment. 

Nonetheless, the AlA’s historic achievements in the area of transparent, objective, predictable 
and simple requirements for patent validity paved the way for the new post-grant review 
procedure. In order to make a fair and complete adjudication of the validity of a patent, on any 
ground of validity that might be raised as a defense to patent infringement, and be able to do so 
within a I -year statutory time limitation, it was essential in designing the AlA’s patent validity 
provisions that issues requiring discovery, particularly discovery of the inventor, be highly 
circumscribed. It was equally important that the needed fact-finding be limited. Looking back, 
the ATA did a fine job of achieving the discovery-limiting objective. 

Tt did so in large measure by carefully pruning the law of patent validity. The law on patent 
validly can now be reduced to what should come to be seen as a set of four legal issues, highly 
transparent to assess and wholly objective in character. 

IMniting Patent Validity to a Quartet of Legal Issues 

A second purposeful aspect of the patent law under the ATA was the reduction of the law of 
patentability to a quartet of legal issues, at least where the inventor takes full advantage of the 
multitude of remedial provisions under the ATA. A first-inventor-to-file patent should not be 
invalid or otherwise unenforceable unless a claimed invention in the patent fails one of four tests 
for validity. 

The four requirements can be stated quite succinctly: 

Ts the claimed invention sufficiently different (novel and non-obvious) over earlier public 
disclosures and earlier public patent filings of other inventors? 

Ts the claimed invention sufficiently disclosed such that the patent filing adequately 
identifies the claimed embodiments and enables them to be put to a specific, practical and 
substantial use? 

Is the claimed Invention sufficiently definite such that the claim to the invention provides 
a reasonable differentiation between subject matter that is and is not being claimed? 

Is the claimed invention sufficiently concrete such that the process, machine, manufacture 
or composition of matter being claimed is not expressed in terms that are excessively 
conceptual or otherwise abstract? 


Ihose of ordinorr' skill in Ihe technology of Ihe invention to practice the full reach of the invention without resort to 
undue efforts in orderto do so. The genius of the ATA is tliat it lias now shaipened the focus on these types of 
patcnt-himting provisions of law'. The new Congiess should be encouraged to imdcitakc a full repeal of the “best 
mode” requirement. See infra. 

“ The “inequitable conduct” doctrine remains the most head-scratching of the several judge-imposed requirements 
for an enforceable patent that sinvivc the enactment of the ATA. Creative ideas were advanced to ovcnnlc the 
doctrine as part of the process tliat led to the AlA. Sadly, some of the most esteemed members of the patent 
profession spoke up in against legislative proposals for wiping out the doctnne in its entirety' and helped ctipplc this 
effort- not their finest hour. See, again, infra. 
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There are, of course, other considerations that can result in a patent being held invalid under the 
AIA. Traditionally, a patent failing to name the correct inventor was invalid - and the ability to 
correct an incorrectly named inventor could be barred where deceptive intent was involved in the 
incorrect naming. 

With the AIA, inventor correction is available in all situations. Deceptive intention is to be 
disregarded in its entirety in all inventorship corrections. Thus, incorrectly naming the inventor 
produces an invalid patent only where the correct inventor - or its assignee - does not undertake 
any of the available remedial actions needed to erase this ground of invalidity. 

In a similar vein, a defective inventor’s oath or declaration formerly was a death sentence for a 
patent. Under the new “safe harbor” provisions of the ATA, once a corrected inventor’s oath or 
declaration has been filed in the Office, a patent cannot be held invalid or unenforceable on 
account of the original defect in the oath or declaration, however severe. 

Given that there will be four and only four invalidity grounds in most invalidity contests, what is 
the full significance of this pruning of the precepts of patentability? 

One intended corollary of the AlA’s new “Patentability Gestah” is the transformation of the 
question of patent validity from a mish-mash of questions of law and questions of fact to a legal 
standard where patent validity ultimately becomes a question of favr, grounded on subsidiary 
facts. 

In much the same manner that claim construction is a question of law, one that the Supreme 
Court has indicated is for the judge, not the jury, to determine,^* the stage has been set for a 
similar policy determination on the proper role for the jury in assessing the validity of a patent. 
This aspect of the coordinated changes to U.S. patent validity law under the AIA represents a 
subtle, but as yet barely appreciated, aspect of the vision for the ATA. 

How did this change transpire? 

First and foremost, the “best mode” requirement was a significant impediment to any contention 
that patent validity be treated as a question of law.^’ However, the AIA has wholly eliminated 


‘Existing precedent, the relative interpretive skills of judges and juries, and stattitoiy policy coTisidcratioTis all 
fax'or allocating construction issues to the court. As the former patent practitioner. Justice Curtis, explained, the first 
issue in a patent case, construing the patent, is a question of law. to be deteraunedby the court. The second issue, 
whether infiingeuient occurred, is a question of fact for a jmy. Wmans v. DerimeacI, 1 5 How-. 330, 338. Contraiy' to 
Markman's contention, Bischoffv. Wetherect 9 Wall. 812, and Tucker r. Spalding, 13 Wall. 453, neither indicate 
that 19th-century juries resolved the meaning of patent terms of art nor undercut Justice Curtis's authority. 
Functional considerations also favor having judges define patent terms of ait. A judge, from his tiaining and 
disciphiic, is more likely to give proper intcipretation to liiglily tecluiical patents than a jiiiy and is in a better 
position to ascertain wdiether an expert's proposed definition fully comports with the instniment as a whole. Finally, 
the need for unifonuitv in the treatment of a given patent favors allocation of construction issues to the court.” 
Marbvanv. Weslview Jnslrumenls Inc., 38 USPQ2d 1461, 5 17 US 370, 1 16 SCt 1384 (1996). 

"Whether an applicant has complied with the best mode requirement of section 1 12 is a question of fact, 

Chemcas! Carp. v. Area Indus. Corp., 913 F.2d 923, 928, 16 USPQ2d 1033, 1037 (Fed. Cir. 1990) ....'■ Bayer Ad 
V. Schein Pharmaceuticals Inc., 64 USPQ2d 1001, 301 F3d 1306 (Fed. Cir. 2002). 
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that concern. Failure to comply with the “best mode” requirement can no longer be raised as a 
defense to the validity of a patent. 

One prong of the sufficient disclosure requirement for validity (“written description”) that has 
historically been viewed as a question of fact^° is now best understood as a requirement to 
adequately identify the embodiments of the claimed invention, which can be alternatively 
expressed as demonstrating possession of a completed conception of the invention in the patent 
filing itself This “possession” standard cannot be addressed, therefore, without addressing a 
question of law, not fact.’' Thus, the existence of a completed conception of an invention being 
a legal question, its alter ego (whether the patent specification so demonstrates possession of 
such a conception) can scarcely be a factual one. 

In a similar vein, because “enablemenf’ is a question of law, it is of no moment that “utility” is 
a question of fact.” The factual question of “utility” is a lesser included requirement under the 
legal test of enablement.’"* That the legal standard contains a factual predicate makes the 
ultimate determination no less a question of law. 

As similar relationship holds as between the two prongs of the “sufficiently differenf’ 
requirement for a valid patent. The “novelty” prong is a question of fact,” but the non- 
obviousness requirement is a question of law.”* However, lack of novelty is a lesser included 


30 inquiiy, as wc have long held, is a question of fact. Ralston Purina, 111 F.2d at 1575. Thus, we have 
recognized that determining whether a patent complies with the written description requirement will necessarily 
var\' depending on ihe conlexl. Capon v. Eshhar, 418 F.3d 1349. 1357-58 (Fed.Cir.2005). Specirically. ihe level of 
detail required to satisfy the w'ritten desenption requirement v'aries depending on the nature and scope of the elainis 
and on the complexity' and predictability' of the relevant technology'. Ariad Pharnis. v. Eli Lilly dc Co., 598 F.3d 
1336 (Fed. Cir. 2010) (en banc). 

"Priority, conception, and reduction to practice arc questions of law which arc based on subsidiary' factual 
findings." Cooper v. Goldfarh, 154 F.3d 1321, 1327, 47 USPQ2d 1896. 1901(Fed. Cir. 1998). "Tliis court reviews a 
detennination of prior conception, which must be proven bv facts supported bv clear and convincing evidence, as a 
question of law based on underlying factual findings." Gambro Lundia ABw Baxter Healthcare Carp., 42 USPQ2d 
1378, 1 10 F3d 1573 (Fed. Cir. 1997). 

'"Enablement is a question of law and is review ed de novo. In re Vaeck, 947 F.2d 488, 495 (Fed. Cir. 1991).” 
Adangv. Fischhojj: 286 F3d 1346 (Fed. Cir. 2002). 

’’ "Utility' is a factual issue, which we review' for clear error.” In re Cartright, 165 F.3d 1353 (Fed. Cir. 1999). 

'"If lire wrilten description fails to ilhuuinale a credible utility . the PTO will make both a section 1 12, p 1 rejeclion 
for failure to teach how'tousethe invention and a section 101 icjcction for lack of utility. SccM.P.E.P. § 706.03(a), 
formp 7.05.04. Tliis dual rejection occurs because ‘[t]he how to use prong of section 112 incorporates as a matter of 
law the requirement of 35 U.S.C. § 10 1 tliat the specification disclose as a matter of fact a practical utility' for the 
im'ention." In re Ziegler, 992 F.2d 1197, 1200, 26 USPQ2d 1600, 1603 (Fed.Cir.1993). Thus, anapplicanf s failure 
to disclose how to use an invention may support a reieclion imder either section 1 12, p 1 for lack of enablement as a 
result of "the specification's ... failure to disclose adequately to one ordiiiahiv skilled in the art how' to use' the 
imention w'ithout undue experimentation,' or section 101 for lack of utility "w'hcn there is a complete absence of 
data supportii^ the statements wliich set forth llie desired results of the claimed invention.' Envirotech Corp. v. Al 
George, Inc., 730 F.2d 753, 762 (Fed. Cir. 1984); see also In re Brana, 5 I F.3d 1560, 1564 n. 12 (Fed. Cir. 1995) (The 
"absence of utility' can be the basis of a rejection under botli 35 U.S.C. § 101 and § 112 p 1.'); /n re Foiiche, 439 
F.2d 1237, 1243 (CCPA 1971) (‘[IJf [certainj compositions are in fact useless, appellant’s specification caiuiot have 
taught how to use them.’).” Id. 

""First, anticipatioTi is a question of fact." In re Myall, 2 1 1 F.3d 1 367, 1 37 1 (Fed. Cir. 2000) (citing Bi.schq/fv. 
Wethered, 76 U.S. (9 Wall.) 812, 814-15 (1869)). ' 

'"Obviousness is a qucstioii of law based on undcrlviTig facts.” Group One Ltd. v. Hallmark Cards, Inc., 407 F.3d 
1297, 1303 (Fed. Cir. 2005). 
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requirement of the non-obviousness test.^’ Thus, both the validity tests of sufficiently different 
and sufficiently disclosed are ultimately questions of law that may require subsidiary fact- 
finding. 

The remaining two validity requirements are legal standards. Whether a patent claim is 
sufficiently definite under 35 U.S.C. § 1 12(b) has long been understood as a question of law. 

The same is the case for the assessment of whether a claimed invention is sufficiently concrete 
And, if the naming of the inventor were ever to be adjudicated as a validity issue, it too would be 
a question of law.® 

The AIA has, thus, opened the door to having the construction of a patent fully a matter for the 
court in every patent infringement lawsuit, with the judge playing the role of construing the valid 
scope of each claimed invention in the patent.^' Indeed, the exhaustive rationale set out in the 
Supreme Court’s precedent on claim construction, being a matter for the court, would appear to 
apply with greater force and effect to the issue of valid claim construction. 

The role of the jury in patent cases would and should, therefore, be focused on the questions of 
infringement and, whenever applicable, the damages to be awarded to the patent owner - where 
the jury makes a factual determination of infringement of a valid patent claim as construed by the 
court. 


' 'Though it is never necessai^' to so hold, a disclosure that anticipates under § 102 also renders the claim invalid 
under §103, for 'anticipation is the epitome of obviousness/ In Re Fraca/ossi, 681 F.2d 792 (CCPA 1982).'' 

Connell el al. v. Sears, Roebuck c£- Co.. Ill F2d 1542 (Fed. Cir. 1983). “For prior arl to anticipate a claim 'it must 
be sufficient to enable one with oidinaiy skill in the art to practice the im’cntion. ' Minn. Mining li- Mfg. Co. v. 
Chemque, Inc.M03 F.3d 1294, 1301 (Fed. Cir. 2002) (citing In re Borst 345 F.2d851, 855 (CCPA 1965)). 

'Whether a prior arl reference is enabling is a question of law based upon underlying factual findings. Id. (citing 
Crown Operations Inti Ltd. n. Solutia, Inc., 289 F.3d 1367, 1376 (Fed. Cir. 2002)). Anticipation is a question of 
fact. See id. However, without genuine factual disputes underlying the anticipation inquiry , the issue is ripe for 
iudgnient as a matter of law.” SmilliKline Beecham Carp. v. Apolex Carp., 74 USPQ2d 1398, 403 F3d 1331 (Fed. 
Ch. 2005). 

"A determinalion of whether a patent satisfies the written description and definiteness requirements of 35 U.S.C. 

§ 1 12 is also a question of law that we review de novo. \Inion Pac. Res. Co. v. Chesapeake Energy Co., 236 F.3d 
684, 692 [57 USPQ2d 1293] (Fed. Cm. 2001); Amgen, Inc. v. Chugai Pharm. Co., 927 F.2d 1200, 1212 [18 USPQ2d 
1016J (Fed. Cir. 1991).” Glaxo Group Ltd. v. Apotexinc., 71 USPQ2d 1801, 376 F3d 1339 (Fed. Cir. 2004). 

'The issue on appeal, whether the asserted claims of the '184 patent are invalid for failure to claim statutory 
subject matter under 35 U.S.C. §101, is a question of law’ which w-c review without deference. See Arrhythmia 
Research Tech. v. Corazonix Corp., 958 F.2d 1053, 1055-56 (Fed. Cir. 1992).” AT&T Corp. v. Excel 
Communications Inc., 72 F3d 1352 (Fed. Cir. 1999). 

"Inventorship is a question of law with underlying factual issues. Bd. ofEduc. v. Am. Bioscience, 333 F.3d 1330, 
1337 |67 USPQ2d 1252| (Fed. Cir. 2003).” Checkpoint Systems Inc. v. All-Tag Security S.A., 412 F3d 1331 (Fed. 
Cir. 2005). 

" \Jrxdci Markman v. Westview Instrument. Inc., 517 U.S. 370, 388 (1996), it is for the court to constmc the scope of 
protection afforded by a claimed inventiorL giveu the lack of clear precedent requinug the construction of a patent 
claim to be a question for the jur\’. ( "Where history and precedent provide no clear answers, functional 
considerations also play their part in the choice between judge and jury to define tciiiis of ait. We said mMiller v. 
Fenton, 474 U. S. 104, 114 (1985), tliat wlien an issue falls somewhere betrveen a pristine legal standard and a 
simple historical fact, the fact/law- distinction al limes has Lumed on a determination that, as a matter of the sound 
administration of justice, one judicial actor is better positioned than another to decide the issue in question. ' So it 
turns out liere, forjudges, not juries, are tlie better suited to find tlie acquired meaning of patent terms.”) Tliis same 
rationale should not surely apply to an AIA patent m the construction of the valid scope of protection afforded by a 
claimed invention. 
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A New Model for Adjudicating Patent Validity The Post-Grant Review' 

The third aspect of the AlA design was to create an entirely new model for post-issuance review 
of the validity of an issued patent within the United States Patent and Trademark Office. In 
doing so, it rejected the two 20* century models - ex parte reexamination and inter partes 
reexamination. The examination-based approach to post-issuance review of these procedures 
had a problematic history. Both procedures were designed to consider only a limited set of 
validity issues - and typically required years in order to reach a final decision 

Looking outside the United States at post-issuance review procedures conducted in foreign 
patent offices, Congress found nothing worth introducing into U S. patent law. Thus, post-grant 
review under the AlA was not designed to harmonize the new U S. procedure with post-issuance 
procedures outside the United States. Indeed, it was explicitly intended as a repudiation of the 
practice under the European Patent Convention. 

In Europe, post-issuance review takes the form of an “opposition.” These opposition procedures 
typically last years, limit the patentability issues that can be raised, commence with a technical 
and ultimately meaningless first stage as a prelude to final, legal phase often held years later, 
have no provisions for securing discovery and, once concluded, afford no opportunity for judicial 
review. As a litany of how an administrative adjudication should not be conducted, the AlA’s 
indictment of EPO practice could not be more complete. 

In contrast to Europe, post-grant review in the USPTO was designed to run to completion within 
a one-year statutory deadline, allow any patent validity issue to be raised, produce a single 
written decision on patent validity during a one-stage procedure, afford discovery sufficient to 
vindicate the interests of justice, and provide for Federal Circuit review of the final written 
opinion of the administrative patent judge. The only common structural features worthy of note 
are that post-grant review and a European opposition proceeding both must be sought within nine 
months from the issue date of the patent and both permit the patent owner to amend the claims of 
the patent, albeit post-grant review was designed to have more limits on the ability to amend 
claims - consistent with its more streamlined nature. 

By affording a full and fair opportunity to challenge any claim of an issued patent - coupled with 
a full and fair opportunity of the patent owner to defend the challenged patent - post-grant 
review was calculated to mesh fully with the AIA’s statutory reforms to the law of patentability. 
Absent the AIA’s transparent, objective, predictable and simple law on patentability, there would 
have been no feasible way to construct a post-issuance review procedure - full and fair to both 
patent owner and patent challenger - that could be concluded within the time period prescribed 
under the AIA. 

An explicit intention of the post-grant review under the AIA patentability standards was that 
little, if any, discovery of the inventor would ever be necessary for the Office to discern if a 
claimed invention was sufficient different from prior public disclosures and public patent filings 
of others, sufficiently disclosed, sufficiently definite and sufficiently concrete. Similarly, there 
should be little reason in a typical post-grant review for the patent owner to need discovery of the 
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patent challenger given the transparent and objective character of AIA patentability law. Of 
equal importance, neither the challenge nor the defense to the challenge would typically require 
third party discovery to achieve a fair result. 

It is, thus, beyond imagination that anything like the structure of post-grant review could have 
been enacted had pre-AIA patentability law been retained. The discovery needed in order to 
determine if a prior invention constituted prior art - or a date of invention could be established to 
avo\Aprima facie prior art would have been formidable. The same is true of an assessment of 
whether the “best mode” requirement had been breached. No less a problem would have been an 
adjudication of the discovery-laden issue of whether secret uses or offers for sale existed 
sufficient for the inventor to forfeit the right to patent. 

What does the future hold for this new model? 

Foremost, the Office must make post-grant review work in practice. That may not be a trivial 
task. Like any adjudication of patent validity, it depends upon highly skilled, highly qualified 
adjudicators being able to effectively manage the proceedings. It is not a foregone conclusion 
that the Office will be able to hire, train and retain the administrative patent judges who will be 
adjudicating these proceedings in sufficient numbers to make the procedure work with consistent 
fairness in practice. 

Second, the Office must be open to refining its procedures as experience under the new regime 
dictates. The Office’s initial rulemaking left much to be desired in this respect. For inexplicable 
reasons, it has elected to construe claims in post-grant review under the “broadest reasonable 
interpretation” standard - grossly unfair to patent owners. Its rulemaking also addresses 
discovery issues in a less than ideal manner - requiring conferences where clear and bright lines 
on discovery as a matter of right would be more appropriate. 

Third, if post-grant review can mature to its promise of a full, fair and efficient way of resolving 
patent validity, there should be no reason why this model could not be adapted and expanded to 
address all contested issues of patent validity. This would mean removing patent invalidity, for 
example, as a defense to infringement of a patent. As noted above, the issue of the valid scope of 
protection afforded by a claimed invention might no longer be an Issue In which the patent owner 
can assert a constitutional right to a trial by jury. Thus, it becomes a policy question for 
Congress whether such validity questions are to be universally assigned to an expert 
administrative body whose decisions are then subject to judicial review.'*^ 


A look back at the etiactmetit of the ATA would tiot be complete without at least some mention of the role for the 
new inter partes review' procedure. It was to be a procedure built on tlic same framew^ork as post-grant review, but 
limited lo novelly and non-obviousness issues under ^ 102 and ^ 103 of tlie palenl code arising from published prior 
ait. It is av'ailable once the opportuniU’ for post-grant revdew' of a patent has ended - and a patent is open to inter 
partes review^ tluough the entire tcnii of the patent. Congress repealed the liiglily defective hitcr paitcs 
reexainination statute at the time it created inter partes review, but inexplicable left third-party- requests for ex parte 
reexamination in the slalule. In an ideal world, Congress would have repealed inter partes reexamination and left ex 
parte reexamination on the books only if the request for ex parte reexamination liad been made by the patent owner 
In the post- AIA patent world, third-party- requested and sua sponte Director-ordered ex parte reexamination have 
little justification. In that same ideal w orld, inter paitcs review would have been left out of the patent statute 
altogether. The latter omission would have had two benign consequences. First, it would hav^e encouraged greater 
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The Global Mold and Model for International Patent Harmonization 

A fourth and final factor dominating the construction of the AlA’s key provisions was 
harmonization-related. The AIA set out to define a patent law embodying the “best practices” 
for a global patent system. This vision, on issues of patentability, was that the United States 
patent law would be transformed, in one fell swoop, from a law that most foreign entities 
regarded as an abomination to a law that domestic constituencies can now advocate as a mold 
and model for the rest of the world to follow. 

To accomplish such a transformative agenda required some bold steps. As noted above, a host of 
“loss of right to patenf’ provisions needed to be excised from old § 102 of the pre-ATA US. 
patent statute. Most importantly, the United States has now ended the very strange practice of 
destroying an inventor’s right to patent an invention if even a single, secret, confidential offer for 
sale of the invention were made by the inventor more than a year before filing for a patent in the 
United States. 

This type of forfeiture provision had little or no policy justification in a first-to-invent world. Its 
supposed objective was to encourage prompt patent filings for inventors that might be lulled into 
a wait-and-see dawdling under the first-to-invent principle. 

However, it is all but unknown in foreign patent systems for an inventor to secretly 
commercialize a patented invention and then wait years before seeking a patent. It just does not 
happen, notwithstanding the foreign patent laws impose no such forfeiture of the right to patent 
based upon secret, pre-filing activities undertaken by or on behalf of the inventor. 

The lack of dawdle has many reasons. Inventors who desire patent protection for their 
inventions are effectively compelled to make prompt patent filings once their inventions are 
ready for patenting, under either the first-to-invent or the first-inventor-to-file regimes. The 
single most important factor is the relentless march of the prior art and the level of skill in the art 
that takes place each day a patent filing is delayed. The march of time alone serves to frustrate 
the ability to satisfy the requirement for being sufficiently different from the prior art if patent 
filings are unduly delayed. 

Thus, under the AlA’s first-inventor-to-file rule, it was an easy choice by Congress to end the 
“forfeiture” doctrine based on pre-filing commercial activities involving the patented invention, 
as well as the other “loss of right to patent” provisions. Moreover, the questionable legality of 
such a forfeiture provision under TRIPS, especially in a first-inventor-to-file system,'*^ represents 


use of posl-grant review. The greater the use of posl-graiil review to seek caiicekilioii of invalid patent claims, the 
lesser the bmden such claims impose oti the public if canceled early in the patent tenii. Second, since the 
prcpoiidciaiit use of inter partes review is likely to be in cormcctiori w ith patents already in litigation, the validitv- 
issues being decided in tire Office are duplicative of validity' issues tliat tire district court would decide as part of the 
patent infringement or declaratory judgment action involving the patent. The scarce API resources which the Office 
will be obliged to devote to addressing inter pailes review, w'ould be better spent focusing on post-grant review', 
leaving it to the courts to address the § 102/§ 103 issues along with other im-’alidity issues. 

Article 27. 1 of the World Trade Organization s TRIPS (Trade-Related Aspects of Intellectual Property') text to 
which the United States is bound, provides tliat ''Subject to the pro\’isions of paragraphs 2 and 3, patents shall be 
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yet another consideration that weighed in favor of rewriting § 1 02 of the patent statute to do 
nothing more than define subject matter that can qualify as prior art, delineate the exceptions 
from prior art that were required to assure an inventor- and collaboration-friendly patent system, 
and impose a novelty requirement as a condition for patentability. 

The repeal of the forfeiture doctrine epitomizes the salient feature of a patent system that is built 
on “best practices.” In this case, the United States followed foreign patent laws. However, 
given that the AIA patentability standards to be imposed were to reflect the best patent policy, 
much in the AIA diverged - quite intentionally - from provisions in foreign patent laws. 

The AIA, grounded on “best practices,” dictated that the U S. first-inventor-to-file rules would 
be distinct from those of major foreign patent systems. For example, where the European Patent 
Convention provides that the various patent applications of an inventor, the inventor’s co- 
workers and the inventor’s collaborators can be used as prior art, one against the other, based on 
the order in which the patent filings were made. Indeed, under the European rule, the prior art of 
such earlier-filed patent applications can be used to destroy novelty of a claimed invention in a 
later-made patent filing. However, under European laws, the patent filings that can be used to 
destroy novelty are then completely ignored in assessing non-obviousness. 

The AIA first rejected the approach that some public patent filings should be prior art for 
assessing novelty, only to then be disregarded in determining non-obviousness, as too complex 
on one hand and too punitive on the other hand. In cases where a team of inventors are at work 
collaboratively, special anti-self-collision rules were needed. 

First, the AIA provided that subject matter either is or is not prior art and, if it is, represents prior 
art for both novelty and non-obviousness purposes. No other approach could be as simple. 

Second, earlier public patent filings that name the same inventor, or are commonly owned, or are 
the product of a joint research agreement with respect to a later patent filing can be entirely 
exempted das prior art with respect to the later patent filing. In this respect, the inventor’s own 
work, to be found in its own or related patent filings, cannot be held against it under the AIA. 

By rejecting both the concept of “novelty-only” prior art and the doctrine of “self-collision” 
between related patent filings, the AIA forged a new balance between simplicity and 
predictability in the operation of a patent system and inventor and collaboration friendliness. In 
an effort to assure that a community of related and valid patents could issue under these new 
provisions. Congress effectively expanded the situations where obviousness-type double 
patenting might exist. 


available for anv inventions, whether products or processes, in all fields of lechnologv, provided that they are new. 
im’olve an iiiveTitive step aiid are capable of industiial application. Subject to paragiaph 4 of Article 65, paiagraph 8 
of Article 70 and paragraph 3 of tliis Article, patents shall be available and patent lights enjoyable without 
discrimination as to the place of invention, the field of technology and whether products are imported or locally 
produced.” Articles 27.2 and 27.3 provide onlv limited types of subject matter tlial can be declared patent ineligible. 
Nothing in TRIPS sanctions a foifciturc doctrine based upon secret activities tliat never become public and have no 
impheation wiiatsoe’rer on the state of the art to wiiich the invention pertains. 

Wisely, the House Judiciaiy Committee is now' considenng legislation that would codify' the law on obviousness- 
type double patenting for first-im’entor-to-file patents. If a patent bill in tliis Congress can include such a provision. 
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The Future —The Unfinished Congressional Agenda to Complete the AIA Revolution 

The process of perfecting the work of the AIA has already begun. A set of highly desirable 
technical corrections to the AIA were enacted into law at the end of the 1 1 2* Congress and 
became law in January of this year.'*' Those efforts have simplified the task of considering - 
indeed, paved the way for - a further set of AIA-related enhancements to the U.S. patent law. 

The technical amendments passed at the end of the 1 12* Congress were followed early in the 
new Congress with a House Judiciary Committee “Chairman’s Patent Discussion Draft,’’ a draft 
bill “To amend f f e 35, United States Code, and the Leahy-Smith America Invents Act to make 
improvements and technical correcf ons, and for other purposes ’’ It was released on May 23, 
2013 by Chairman Goodlatte.'*'’ 

Secf on 9 of the May 23 Discussion Draft contained a number of important AIA-related 
measures that, again, refected the laudable and conf nuing commitment by both the House and 
Senate Judiciary Committees to seeing the AIA refect its full promise. It offered possible 
legislaf ve changes to further refine the AIA. Fortunately only a very limited number of quite 
narrow and targeted modifications of the AlA’s provisions now require additional attention by 
Congress. Some of these modifications were in the May 23 Discussion Draft,'*’ others were not. 

A few provisions in Section 9 of the May 23 Discussion Draft, which are not integrally related to 
the AIA, have drawn controversy in their current form'** or might best proceed through a more 
radical reshaping of current provisions of the patent law.'*'* Putting these changes aside for the 


it would further cement the firsl-inventor-to-Iile provisions of the AIA as a global "best practice" - a perfected 
alternative to the EU approaeh of a eomplex ''novelty -only" treatment for earlier-filed public patent filings and a 
rutliless self-collision doctrine tliat impacts inventors, their co-workers and other colLaborators adversely. See the 
discussion mfra. 

Pub. Law 112-274, 126 STAT. 2456 (Jan. 13, 2013), Lealw-Sinith Ainchca Invents Tcclmical Corrections, at 126 
STAT. 2457. 

See htlp:/.’ji!diciarv ,hQu se-gov ./news/20i 3/052320 13 5-!tiin! linking to the text of the bill at 

h ttp:,//ii id icianThousc.gov/ncws/ 20 13.'0 52320 [3%20-%20 P atcn l%2 0Disci ission°/o2 0Drait-pd f. 

■ Important and higlily desirable provisions on double patenting, cLnim interpretation in post -grant review and inter 
paries review, and judicial estoppel in post-grant review were included in Section 9 of the Discussion Draft. 

Section 9(a) of the discussion draft would repeal the nght to file a civil action in order to secure a patent. This 
provision, given its ancient roots and remedial character, has drawn criticism. In addition, it lacks a strong 
connection to the AIA. If this provision remains in any refonn bill, much of the criticism of it on the merits might 
be mollified if the repeal applied only to first-inventor-to-file patents. With the transparent and objective standards 
for palentabihly, the rare situations in wliich a civil action would be arguably appropriate to assure tlrat an inventor 
has a full opportunity’ to make its case for patentability’ should be vanishingly small. 

The provisions in Section 9(f) of the Discussion Draft would make changes to the patent term ad justment 
provisions of lire patent law tliat were enacted in 1999. The PTA provisions added to tlie patent Law in 1999, 
although well-intentioned, have no clear public policy’ justification. Their aim was to provide some remedy in 
situations w’hcrc patent owners were seeing to liavc a patent issue promptly, but - despite the patent applicant’s 
efforts to expedite patent examination - delays in tlie U SPTO resulted in deLnys in issuing the patent. Tlie remedy 
under the 1999 PTA provisions was to aUempl to make up for the post-issuance patent term lost through USPTO 
delays by adding additional patent life 20 years later - at the veiy end of the 20-ycar patent tenn, when the patent is 
othenvise set to expire. Tliis approach, how ever, makes no real economic sense for the vast majority’ of patent 
owncTS - most patented inventions become technologically or commercially obsolete w’cll before the original 20- 
year term expires. What might better sen’e the public interest and the interest of inventors seeking prompt patent 
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present, the remainder of Section 9’ s proposed improvements, together with a few additional 
AlA-related proposals below, would integrate perfectly with parallel and complementary efforts 
contained in the May 23 Discussion Draft that are specifically intended to reduce the litigation 
burden on the U S. patent system. 

Some such AlA-related changes would clarify congressional intent in enacting the AlA, where 
such clarification would avoid the need to resort to litigation to achieve the needed clarification 
otherwise. 

Other changes would correct provisions in the ATA or in its implementation by the USPTO, 
where the need for such corrections is manifest. 

Finally changes are needed to complete the AlA’s objective of implementing the 2004 
recommendations'” of the National Research Council of the National Academies of Science. 

This latter category of changes remains of importance given the thoughtful and thorough 
recommendations made by the National Academies following an intensive, four-year study of 
the U.S. patent system.'' 

To fully realize this clarify, correct and complete agenda, the following issues would need to be 
considered in any bill seeking to complete to vision for the ATA: 

1. Confirm Congressional Intent to Repeal the “Loss of Right to Patent” Provisions of the 
Pre-AIA Patent Law and Limit “Prior Art” under § 102(a)(1) of the Patent Law to 
Publicly Accessible Subject Matter 

As outlined above, one of the landmark achievements of the AIA was the adoption of fully 
transparent and objective criteria for determining patentability for an invention. To accomplish 


issuance would be to repeal the patent tcriii adjustincnt provisions oiitiight for first -inventor-to-file patents and then 
afford a patent owner to right to elect to liave a patent issue at the tliree-year mark after the original (nonprovisional) 
patent filing dale, with the USPTO then addressing anv remaining palenlabilily issues in a posl-palenl issuance 
continued cxaiuination tliat could follow' the model of the reexamination provisions under the new supplemental 
examination procedure under § 257 of the patent code. To permit time for the development of an optimal policy 
response lo the issues presented in Section 9(f). it might be desirable to separate tliis topic from the Discussion Draft 
and allow' a consensus to develop on how' patent term adjustment might be repealed, at least for first-mvcntor-to-filc 
patents, rather tlian merely revised. 

Stephen A. Mcnill, Richard C. Levin, and Mark B. Myers, Eds., "A Patent System for the 2 1 Ccntuiy, " 
Cormnittee on Intellectual Property' Rights in the Knowledge-Based Economy, Board on Science, Technology', and 
Economic Policy. Policy and Global Affairs Div ision. National Research Council. National Academies of Science 
(2004). See !ittp :/yw - i\y v. nap. edu/litiui/patcntsvst em/ 0309089 107.pdf. 

" Some AIA-rclatcd topics can be deferred until a consensus develops on how' best to implement such cliangcs. In 
testimony before the House Judiciary Committee's IP SubcominiHee at a hearing onFebruarv' 1, 2012. "Prior User 
Rights: Strengthening U.S. Manufacturing and Innovation," 1 urged action to develop a consensus on completing 
needed improvements to the '‘prior user" defense to patent infiingcment. Since then, it appears tliat the efforts to 
find the consensus needed have yet to bear fruit. Thus, in my testimony today, 1 w'ill not be luging tliat Congress 
lake up at this lime the issue of needed changes lo § 273 of the patent code as amended by the ATA. Unlike the 
relatively simple and straightfoiward legislative proposals for addressing the residual issues associated with the 
National Academies’ recoinmendations, the compromises needed to successful address the prior user defense are 
likely to be much more nuanced and complex. See 

h ttp:/7j udi cja iv. h o u s e.gov/h eari ngs/lIear i ng5% 2Q2 012/2\rmitage%200 2 0 120 12,pd f 
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this result. Congress needed to abolish a set of “loss of right to patent” provisions that found 
legislative sanction in the pre-AlA patent law.’^ There would appear to be no possible doubt that 
Congress did so, but we now have on the public record protestations to the contrary from such 
doubters. 

When § 1 02 of the patent code was originally enacted in 1 952, Congress gave it the title, 
“Conditions for patentability; novelty and loss of right to patent" (emphasis added), the latter 
phrase being placed into § 1 02 in recognition of the “loss of right to patenf’ doctrines to be found 
within its four corners. These “loss of right to patenf’ provisions were to be found, among other 
places in the words “in public use or on sale” in pre-ATA § 102(b) of the patent statute. The 
relevant portion of pre-AIA § 1 02(b) provides simply that: 

A person shall be entitled to a patent [for an invention] unless — 

(b) the invention was ... in public use or on sale . . . more than one 

year prior to the date of the application for patent .... 

While pre-ATA § 1 02(b), as plainly drafted, covered acts both of the inventor and of persons 
unrelated to the inventor, the acts of placing an invention “in public use” or “on sale” were 
judicially interpreted to have one meaning when the acts involved were undertaken by or at the 
behest of the inventor and an entirely contrary meaning when the acts involved were undertaken 
by persons entirely unrelated to the inventor. 

The preceding sentence bears repeating - because it epitomizes the absurd situation Congress 
faced in attempting to reform the patent law. The legislative history of the 1 952 Patent Act 
explicitly concedes"^ that Congress was declining to accurate codify the patent law. It almost 
appears as though Congress essentially gave up in dealing with the patent community by yielding 
to that community’s apparent desire for a somewhat occult statute - and knowingly wrote 
provisions that were not to be interpreted as written.’^ 

Under § 1 02(b), using the only possible interpretation consistent with the statute as written, the 
term “in public use” has been construed judicially to mean acts making the subject matter of the 
use availahle to the public whenever the user was unrelated to the inventor. In other words, the 
adjective “public” modifying the noun “use” is given its only possible interpretation. Thus, the 
uses undertaken by unrelated persons that were not publicly accessible, that is, uses undertaken 
in secrecy by persons unrelated to the inventor, did not result in the subject matter used being in 
public use for the purposes of creating patentability-defeating prior art under § 102(b). 

Under the same § 102(b), using an interpretation that is in clear defiance of the statute as written, 
the term “in public use” has been construed judicially to mean acts undertaken in total secrecy 
whenever the use was by or on behalf of the inventor. A public use, thus, could be “public” in 


See, generally, mv May 16 leslimony addressing the issue of 102(a)(l)'s modificalions to pre-AIA palenl law: 
bdp;//jiidiciai y .iTous c gov/ b caring,s,''T TcariTi g,s% ?. 020 1 2/A rini ta a c * 2'o2005 1620 1 2 pd f 
" See S, Rep.’No. 82-1979 at 17 (1952), reprinted in 1952 U.icC.A.N. 2394, 2410. 

Sec Robert A. Armitage, "Utiderstatiding the Amcnca lavctits Act and Its litiplications for Patenting, " 40 AlPLA 
Q.J. 1 (2012), pp. 40-45 available at htIp: /,%\^ av .iisptO -go\'/aia ji n|:)leai enr atjoii/' ari'mtage_pd l'-pdt'. 
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no sense of the word whatsoever. In effect, the courts interpreted the same passage of the statute 
in an opposite, inconsistent, and linguistically indefensible manner.-' 

It was this bizarre statutory construction of an inventor’s non-public, but nonetheless “public 
use” that made rendered § 1 02(b) a “loss of right to patenf ’ provision specific to inventor-related 
conduct. Any of 7 billion human beings could invent and secured a valid patent for the invention 
that one inventor could not because, for the 7 billion, there would be no “prior art” based on a 
public use to bar the grant of the patent. However, for the one in 7 billion human beings who 
had made a secret use of the invention more than one year before seeking a patent in the United 
States, that secret use would be deemed a “public use” and defeat the secret user’s right to patent 
the invention. 

The forfeiture doctrine is, of course, antithetical to the AIA because it represents the height of 
non-transparency. A member of the public seeking to understand if a patent is valid is seldom 
privy to the inventor’s private life and all the inventor’s secret acts. The forfeiture doctrine, thus, 
was precisely the type of patent law provision the Congress was seeking to eradicate with the 
A1A.“ 

What Congress did to eradicate this bizarre-in-the-extreme body of law for the new first- 
inventor-to-file patents under the AIA was quite thorough. 

Under the AIA, the new § 102 entirely eliminated the entire category of “loss of right to patent” 
provisions. The new § 102 contains only a definition for “prior art,” as well as express 
exceptions from the prior art, for the purpose of assessing the novelty of a claimed invention is to 
be assessed. 

Hence the title for new § 102 no longer references “loss of right to patent” provisions. The title 
for the section is simply, “Conditions for patentability, novelty.” Under new § 102(a), the title of 
this new subsection becomes “Novelty, Prior Art,” recognizing that subsection (a) of § 102 
provides the new, albeit somewhat implicit, definition for the subject matter that represents prior 
art to any claimed invention in an application for patent. 


.'555 "used” farther appears in pre-ATA § 102(a) to define subjeet matter tliat ean constitute prior art, but 

only when the use was undertaken by someone other than the inventor. Inpre-AIA § 102(a), the verb “used” w as 
mtl modified bv the adverb "publicly” in the statute, w hich could, of course, have led to the conclusion that prior aif 
might be created when subject matter was used in secret. Not so. Again the legislative liistory' of the 1952 Patent 
Ac! e.vpLains the “do-nol-inletprel-as-wrillen” nature ofpre-AlA paleni law, “The interpretation bv the courts of 
paragraph (a) [of pre-ATA § 102] as being more restricted than the achtal language would suggest (for example, 
known lias been held to mean publicly known) is recognized but no cliangc in the language is made at tliis time,” Id. 
-t' In the pre-ATA statute, tlie words “in public use” were to be found as part of a larger clause lliat read “iupubhc 
use or on sale.” Perhaps unsuipiisiuglv, the words "on sale” in § 102(b) were given a similar judge-made dichotoniv 
of meaning depending upon whether the activities in question Itad been undcitakcn by umclatcd persons or by tlic 
im'entor. For an tmrelated person, an invention wns not “on sale” until it w as pubhely accessible - that is readily 
available for purchase. For the inventor, an invention could be on sale even if (I) it was not actually available for 
purchase; (2) had never been actuallv made in its physical form so that it could not actually be purcliascd and, as vet, 
only existed in the mind of the inventor; and (3) only a single offer of sale liad ever been made irrespective of 
w hether a sale had ever been consummated. The uon-tiansparcncv' of this personal foifciturc bar of prc-AlA patent 
law was only matched by its absurdity' as a matter of being good patent policy. 
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The important change, however, is not a cosmetic title change. As a means of underscoring that 
subject matter could not represent prior art under § 102(a)(1) absent becoming publicly 
accessible. Congress wrote new § 102(a) using the ultimate in explicit terms -by adding the 
limiting words “w othenvise available to the public" to “public use” to thereby eliminate any 
possible alternative interpretation of the preceding categories of prior art to be found in the new 
§ 102(a)(1) (“patented, described in a printed publication, or in public use or on sale”). 

Thus, whether an subject matter constitutes prior art on account of being patented, described in a 
printed public or in public use or on sale, such subject matter can constitute prior art only to the 
extent rendered publicly accessible - available to the public - by virtue of the disclosure. 

The Office, in providing guidance to patent examiners was unequivocal in its faithfulness to the 
new statute and the expressed intent of Congress in crafting the new § 102, both in imposing an 
overarching requirement for public accessibility on all subject matter qualifying as prior art and, 
thereby, eliminating the possibility that an inventor’s secret, pre-filing activities could thereby 
result in a forfeiture of the right to patent the invention under new § 102(a)(1): 

The starting point for construction of a statute is the language of 
the statute itself A patent is precluded under AIA 35 U.S.C. 

102(a)(1) if “the claimed invention was patented, described in a 
printed publication, or in public use, on sale, or otherwise available 
to the public before the effective filing date of the claimed 
invention.” AIA 35 U.S.C. 102(a)(1) contains the additional 
residual clause “or otherwise available to the public.” Residual 
clauses such as “or otherwise” or “or other’ ’ are generally viewed 
as modifying the preceding phrase or phrases. Therefore, the 
Office views the “or otherwise available to the public” residual 
clause of the ATA’s 35 U.S.C. 102(a)(1) as indicating that secret 
sale or use activity does not qualify as prior art.’’ 

The same clear view of both the statute and the congressional intent in enacting the statute has 
been reflected in comments received by the Office in response to its request for private-sector 
input in formulating its guidance on the implementation of § I02(a)(l)’s first-inventor-to-file 
provisions. One example of this comes from the Section on Intellectual Property Law of the 
American Bar Association: 

ABA IPL respectfully submits that the passage “otherwise 
available to the public” reflects the touchstone of what constitutes 
prior art under the AIA under section 102(a)(1). This section 
requires availability to the public or public accessibility is an 
overarching requirement. Such accessibility is critical to provide a 
simpler, more predictable and fully transparent patent system. As 
such, for a “public use,” for a determination that an invention is 
“on sale,” as well as to assess whether an offer for sale has been 


^ "Examination Guidelines for Tinplenienting the First TnvcTitor To File Provisions of the Leahy-Sniith Ainenca 
Invents Act, at 78 Fed. Reg. 11059, 11062 (Feb. 14, 2013. 
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made, the statutory requirements under the AIA require a public 
disclosure. Thus, non-public offers for sale (and non-public uses) 
would not qualify as prior art under the AIA. 

The statute is not silent on the issue of whether each category of 
prior art under section 102(a)(1) requires public accessibility. The 
statute is explicit that this is the case. Moreover, in interpreting 
section 102(a)(1), the Office should consider the entirety of the 
new statutory scheme. Congress was globalizing prior art, 
whatever activity constitutes a prior art disclosure if undertaken in 
the United States, equally represents prior art if instead the activity 
took place anywhere else in the world. Moreover, Congress 
collapsed pre-AIA section 102(a) and section 102(b), which 
respectively dealt with prior art activities “by others” and prior art 
activities “by anyone” taking place more than one year prior to the 
effective filing date in the United States for a claimed invention. 
New section 102(a)(1) is unambiguously written to cover activities 
of anyone, taking place anywhere, at any time before the effective 
filing date for a claimed invention. 

If section 1 02(a) is read to include “offers for sale” that do not 
constitute publicly available disclosures, then it would render as 
secret offers made by anyone, anywhere in the world, at any 
moment in time before a patent on the claimed invention was filed 
patentability-defeating prior art. Given the plain statutory language 
imposing the overarching requirement for public accessibility, the 
unambiguous statutory text would effectively be turned on its head 
by this interpretation. The Section does believe that there is any 
basis on which the Office can, under the AIA, expand a very 
narrow pre-ATA secret “on sale” bar - one that only applied to 
disclosures made more than one year before a U.S. patent filing, 
only applied to offers made in the United States, and only applied 
of the activity was undertake by or at the behest of the 
inventor/patentee - to an anywhere, anywhere, by anyone bar to 
patenting. 

Thus, whether looking at the phase “or otherwise available to the 
public” in total isolation, or in context with the remainder of 
section 1 02, or in context with the remainder of the coordinated 
statutory changes made under the AIA, the Section believes that 
the statute can only be given one construction, a construction 
confirmed through the legislative history of the statute, that an 
“offer for sale” can constitute prior art under section 1 02(a)(l ) only 
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to the extent the activities constituting the offer amount to a 
disclosure available to the public.'* 

However, where the USPTO, ABA IPL Section and other notable commentators have found 

utter clarity, others have seen at least “arguably ambiguous” language. Perusing the Internet, 

patent practitioners have nonetheless suggested “possible ambiguity” in their analysis of 

§ 102(a)(1) of the AlA: 

The revised section 102(a)(1) includes new arguably ambiguous 
language that has been debated in various legal commentary. The 
new section provides that a person will be entitled to a patent 
unless “the claimed invention was patented, described in a printed 
publication, or in public use, on sale, or otherwise availahle to the 
public before the effective filing date of the claimed invention.” 

(Emphasis supplied). Some have interpreted the italicized 
language as merely a catch-all, seeking to capture other 
unspecified types of disclosures to the public, but not as 
necessarily bearing on the series of items preceding it (“patented, 
described in a printed publication, or in public use, on sale”). 

A ccording to this reading, the prior precedent in the case law 
regarding the secret uses cmd/or sales would not he altered.-''^ 

[Emphasis supplied.] 

Other commentators have joined onto the potential ambiguity bandwagon: 

The § 102(a)(1) words, “or otherwise available to the public,” 
create at least two ambiguities. Fundamentally, the issue is this: is 
this new end phrase intended as a “catch all” to cover other public 
disclosures such as oral public presentations at technical meetings, 
internet postings, etc.? This interpretation would extend the scope 
of prior art to cover some public disclosures that might not already 
be clearly covered by the existing U.S. judicial interpretations of a 
“printed publication” or a “public use.” Phis interpretation would 
also be consistent with the intent of harmonization with other 
countries’ patent laws. Alternatively, was this new § 102(a)(1) 
language “or otherwise available to the public” really intended to 
narrow the below-discussed long judicially established meanings 
of, and/or exceptions to, the words “in public use” and “on sale”? 


Comments from the ABA Section of Intellectual Property' Law on Clianges to Implement the First Im'entor to File 
Provisions of the Leahv -Smith America Invents Act, 77 Fed. Reg. 43742 (July 26, 20 1 2) and Examination 
Guidelines for Tmplcmcnting the First Tnventor to File Provisions of Lcahv-Smitli Amciica Tnvents Act, 77 Fed 
Reg. 43759 (July 26, 20T2). See wxvvv.ttsDtQ.gov/patenls/law'/comments/aba-ipl 2012 i001.pdf at pp. 4-5. 

Robert L. Maier, "The Big Secret of the Amcnca Tnvents Act,” Tntclicctual Property' Today (Dec. 20 1 I ), pp. 1 8- 
20. See httot/Aywvy.bakeihotts.com/fiies/Upioads/Dociiments/Maier DEC! 1. pdf at p. 18. 
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This interpretation can also be argued as supporting intended 
harmonization. “ 

While we can adjust to new bars under the AIA, if we understand 
them, many relevant provisions of the AIA are poorly worded and 
do not match the wording under current law, making such 
determinations difficult. For example, the legislative proponents of 
the AIA claimed that secret offers for sale of a product or service 
would not create a bar under the AIA, hut the AIA does not clearly 
state this fact. Legislative history was introduced in both the House 
and Senate to clarify this and other points, but such history will not 
be binding upon courts hearing appeals of rejected applications or 
invalidated patents until some five to ten years from now. Hence, it 
will he many years hefore we hct\’e a clear understanding of the 
meaning of the new [Emphasis supplied.] 

Finally, distinguished patent academicians have urged the Office to turn its back on 
congressional intent and keep archaic and non-transparent aspects of the pre-ATA patent law in 
force, again citing the potential for ambiguity in the new law: 

Guidelines [of the United States Patent and Trademark Office] 
argue that the phrase “on sale” under AIA § 102(a)(1) should be 
given a different meaning than this phrase has traditionally been 
given under § 102(b) of the 1952 Patent Act. The Guidelines give 
two reasons: (I) the addition of the phrase “or otherwise available 
to the public” in AIA § 102(a)(1); and (2) statements made in the 
legislative history to the AIA. 

T believe this interpretation is a mistake. According to an extensive 
body of case law under the 1 952 Act, both “public use” and “on 
sale” prior art categories include material that can be quite 
confidential, or at any rate essentially un discoverable by members 
of the general public. A consistent line of cases, for example, holds 
that confidential sales or offers places an invention “on sale” for 
purposes of novelty. 

With respect to the AIA language “or otherwise available to the 
public,” 1 believe that this phrase carries forward implicitly the 
traditional meaning of “disclose”, which includes of course the 
possibility of limited public disclosure. I do not believe that 
“available ... to the public” has the same meaning as “publicly 


Paul Morgan. The Ambiguilv in Seclion 102(a)( I) of ihe Leahy -Smilh America Tnvenls AcL. 20 1 1 PaleiUly-O 
Patent Law Review 29. See httpLVww w.paT entlvo coTn/f i1 cs/inorg,an .20 1 \ .aiaambigii ities pdf at p. 30. 

Timothy D. Casey and Juan C. Quiroz, “White Paper: Wliat Innovators Need to Know -and Need to Do -under 
the Anichca Invciits Act,” American hniovators for Patent Refonu (Januarv' 20 1 2). Sec 
htt p://www.ami nii or g/files;WIiitePa pe r - AmericaIaventsA ct-Jan20 I2-2-pdf at p. 3 . 


-A20- 



89 


Appendix A: 2013 IPO Annual Meeting (Armitage Paper) 


disclose” under the AlA grace period provision, AlA § 

102(b)(1)(B). 

Thus from the outset, I utiderstatid the “otherwise available” 
subcategory to relate to, modify, and apply to ONLY what 1 call 
“Category 2” types of prior art in AlA § 102(a)(1). This matters 
because both types of prior art in what 1 call Category 2 (on sale 
and in public use) include, under established case law, what might 
be temied very limited or even secret “disclosures.” Confidential 
sales and non-revealing public uses are examples of this. This 
leads to a simple point: If both enumerated types of Category 2 
prior art include very limited or even secret types of disclosures, 
then the omnibus phrase at the end of the Category 2 list - 
“otherwise available to the public” - must by implication include 
this possibility also. So “otherwise available to the public” should 
be interpreted consistently with “public use” under § 102(b) of the 
1952 Act (and, for that matter, with the implicit meaning of 
“known or used” under 1952 Act § 102(a)). Which means: even 
extremely limited discloures [sic, disclosures] can make a prior art 
reference “available to the public” under ATA § 1 02(a)(l ). 

For these reasons, I would request that PTO reconsider its position 
with regards to the interpretation of the AlA, particularly with 
respect to the meaning of AIA § 102(a)(1). Exiting case law should 
continue in force, including the availability of confidential sales 
and nonreveailing [sic, non -revealing] public uses as prior art 
events under the Patent Act.^^ 

The Office will shortly commence the active examination of patent applications under the new 
first-inventor-to-file regime of the AIA, the first of which were filed in March of this year. It is 
simply unacceptable to have any residual ambiguity left in the intent of the new patent law at the 
start of this historic new era in U.S. patent law. 

It is all the more untenable for such residual ambiguity to potentially exist for a decade or longer 
- as patents are filed, examined, issued, litigated, and become subject to a definitive judicial 
resolution, possibly by the United States Supreme Court itself. This would mean that literally 
patent examiners will be examining millions of individual patent filings under a cloud of 
possible ambiguity albeit it may be only the wispiest of cirrus clouds of possible ambiguity - 
before the issue could reach a final judicial resolution. 

What could cost the patent system millions to billions of dollars of uncertainty-driven costs, 
Congress could obviate with less than a dozen-word legislative fix. 


Comments on “Examination Guidelines for Implementing the First-inventor-to-File Provisions of the Leahy- 
Stnith America Invents Act, " Oct. 1 2, 2012 by Professor Robert P. Merges. Sec 

http://\v'^^v v.us pto.gov/pateiits,/law,/cQmm e nts/r-m erge s 2Q121 Q I2-pdf . 
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The optimal path forward to address this issue, now that it has been joined, is for Congress is to 
speak again - and speak soon - and short-circuit the prospect of continuing uncertainty, 
controversy, and ultimately litigation. Congress can act most quickly by addressing this issue in 
any patent reform bill introduced as a follow-on to the May 23 Discussion Draft. 

There are many ways in which this could be accomplished. 

Congress could fully resolve any ambiguity by simply excising the unneeded words “in public 
use or on sale” from new § 102(a)(1). For many reasons, such a simple approach would be the 
optimal choice. 

At best, the words “in public use or on sale” have had no one consistent meaning in the pre-ATA 
patent law. Under the new AlA statutory framework, they are at most superfluous given the 
clear direction of Congress in the terminal clause (“or otherwise available to the public”) that any 
type or form of disclosure of subject matter made available to the public was to constitute prior 
art under § 102(a)(1). 

Once these tortured and tainted words are gone from the statute, the residual language in 
§ 1 02(a)(1) would assure that the term “available to the public” would be interpreted consistent 
with congressional intent, requiring public accessibility for a disclosure to constitute prior art. 

The terminology that would remain in the new statute, “patented, described in a printed 
publication, or otherwise available to the public,” would combine the two historic categories 
prior art that have always required public accessibility (t.e., patents and printed publications) 
with a third - availability to the public - that could not be misunderstood, even by the most 
determined academicians straining to find ambiguity, as providing anything other than a public 
accessibility standard for all prior art. 

Moreover, this simple amendment to the AlA could be accompanied, if the “belf ’ were thought 
to need “suspenders,” by a legislated rule of construction that spelled out the public accessibility 
requirement in equally unambiguous language. 

In brief, given the ruthlessness with which commentators have sought to uncover possible 
ambiguity in the AIA, Congress could and should be equally ruthless in squelching such bases 
for asserting ambiguity. If there is a single priority in this Congress for needed patent legislation, 
it should be settling for all time the meaning to be given to the AIA’s standard for patentability.'"^ 


Some cilticisni of the provisions of § 102(b) of the new patent code have been leveled. This section of the new 
patent code addresses prior art issues for inventors who publish on an invention before making their patent filings on 
the invenlion. The criticism lias come largelv from williin lire universilv cormnunilv . Their specific allegalions are 
that the "grace period" provisions of the ATA aie either defective or infetior to the coiresponding provisions of the 
prc-AIA patent laws As a consequence, proposals for amendments to § i02(b) of the new' patent code liavc been 
authored during the past year to address tliis alleged deficiency. Manifestly, it would be worthwliile for Congress to 
address the existing provisions of § 102(b) of the new patent statute as they relate to the inventor s pre-filing public 
disclosures and their impact on patents that arc later souglit on the published invention. However, this look at the 
need for amendments to the AIA’s provisioits should not be undertaken based on imsiipportable contentions tliat the 
ATA provisions arc in any respect defective - or infetior in protecting inventors compared to the pre-ATA patent law'. 
The case for flirther congressional semtiny of tlie AIA’s amendment to § 102 of tlie patent statute should rest on 
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2 Eliminate the “Inequitable Conduct” Doctrine 

As noted above, the AlA provided a remarkable new remedial provision to address tbe 
“inequitable conduct” plague in the form of the new “supplemental examination” procedure. 

This was the half-a-loaf compromise when efforts to eliminate outright the “inequitable conducf’ 
doctrine failed. Those efforts failed, at least in part because of elements in the patent profession 
that advocated for the continuance of this unenforceability doctrine. Even the supplemental 
examination compromise, as fair and fair-minded any AlA reform, was opposed by some of the 
leading lights of the patent profession. A wise Congress enacted it nonetheless, albeit over their 
protestations. 

The AlA “inequitable conduct” debate at least had the virtue of laying bare the absurdity of 
continuing this judge-made law. For a complete fraud on the United States Patent and 
Trademark Office, one that leads to the procurement of a wholly invalid patent, the inequitable 
conduct doctrine extracts no incremental penalty whatsoever on the fraudfeasor. All invalid 
patents are inherently unenforceable. 

For misconduct of the most benign nature imaginable, and with no consequent! ality whatsoever 
to the validity of even a single claim in a patent, the doctrine imposes the harshest consequences 
imaginable - a wholly valid patent, meeting all the stringent requirements for validity, is 
rendered permanently unenforceable, even if the patent owner itself had no culpability in the 
conduct at issue. In no other body of law, does the punishment meted out vary inversely with the 
severity of the misconduct, much less arbitrarily fall on persons, irrespective of any involvement 
in the misconduct - even on persons who may have done everything reasonable to prevent the 
misconduct. 

With a transparent, objective, predictable and simple law on patent validity, with a transparent 
process for patent examination with public participation in the process that must be taken into 
account before a decision can be made to issue a patent, and with the ability of members of the 
public to seek cancelation of a patent in the Office on any ground of validity immediately upon 
the issuance of a patent, all the predicates on which this judge-made law was originally 
concocted have vanished from U.S. patent law. 


entirely different grounds. First, in § 102(b)(1)(B) and § 102(b)(2)(B) of the new patent code, Cotigrcss introduced 
no\'el concepts of remarkable complexity to assist im^entors w ho publish before making their patent filings. These 
novel slatulorv concepts will be difficull to administer and apply. Moreover, their elTectiveness lias been assailed by 
some W'ithiu the university^ community. Taken together, these factors make a strong case for the repeal of these 
subparagraph (B) provisions if a more cffccth'c and simpler alternative to them could be crafted. Indeed, the best 
rationale for Congress to address the provisions in ^ 102(b) of the new statute is that simpler and more elTective 
alternatives to the existing subparagraph (B) provasious exist and liave achieved a consensus as to their merits. In 
the end, congressional action on tliis issue should be based on a fan and balanced assessments of the merits of 
further enliancing the friendliness of tlie § 102(b) provisions to inventors, given tliat the AlA patent law^ is already 
far more inventor friendlv, especially for inventors who publish on an invention before making a patent filing on the 
invention, at least compared to the pre-AIA patent law . The appendix to this paper offeis a comparative analysis of 
the AlA's provisions in tliis respect with those of the pre-AIA patent lawf It dispels any notion that that § 102fb) of 
the new' patent statute should be amended for any reason other than to fmthcr enhance an already supctior patent law 
- at least in terms of friendliness to inventors w ho publish before makmg patents filings. 
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Lastly, almost all of the consequences of retaining the “inequitable conducf ’ doctrine are 
unintended ones. Rather than providing an incentive to engage in “equitable conduct,” the 
doctrine has created an incentive to conduct patent prosecution in a wasteful and inefficient 
manner (both from the perspective of the patent applicant and the patent examiner) either to 
avoid inequitable conduct allegations or to optimize the defense against such allegations once 
they arise in litigation. Inventors “over-disclose” information of marginal materiality to patent 
examiners in hopes that the reams of information provided to patent examiners will prevent 
allegations of concealment. In another perversity, inventors are loath to characterize or 
otherwise explain the significance or possible relevance of any of the information being provided 
to patent examiners - in hopes that such silence will avoid allegations of misrepresentations in 
such explanations. 

The 2004 report of the National Academies of Science included a recommendation that the 
“inequitable conducf’ doctrine be eliminated in the hope of a more objective patent law. Now 
that the AlA is the law, it may be possible for Congress to wipe out this judge-made doctrine. 
Manifestly, it should have no role in our 21 century patent law.'''* 

3 . Complete the Elimination of the “Best Mode" Requirement 

As part of the AIA reforms, Congress wisely eliminated any consequences from an inventor’s 
failure to comply with the so-called “best mode” requirement. However, for largely inexplicable 
reasons, Congress left the “best mode” requirement on the books. Commentators have labeled 
this congressional choice a “pseudo-elimination” of the requirement and the “worst possible 
choice,” because, according to these commentators, “Congress may have left foreign innovators 
better off than their U.S. counterparts, tilting the playing field from uneven in one direction to 
uneven in the other.”*’' 

Whether the foregoing contention is correct or not. Congress should remove this largely 
technical defect in the AIA through an outright repeal of the requirement. The pre-AlA “best 
mode” requirement was inserted into the patent statute in 1 952 without a full appreciation of the 
degree of non-transparency and subjectivity being injected into the patent system - with no 
offsetting benefits for inventors, their competitors or the broader public. 

The National Academies made two separate recommendations in 2004 that the requirement be 
eliminated outright. One National Academies’ recommendation cited the requirement’s adverse 


Beyond the scope of this review are the full force of the consequences tliat should befall the perpetrator of a fraud 
on the Office in coimection with any matter before the Office, including in the pursuit of a patent or in the conduct 
of a patent challenge under post-grant review', inter paites review' or the like. For example, attempting to enforce a 
patent procured through fraud can give rise to antitrust liabihtv', including the prospect of paying treble damages and 
attorneys fees. Walker Process Eqpt., Inc. r. Food Machinery Corp.. 382 U.S. 172 (1965). Under 
18 U.S. C. IS 1001 (a). Congress comprehensively criminalized all types of knowing and willful misconduct under the 
Office’s “duty of candor and good faith.” Liability' can attach to anyone who: 

"(1) falsifies, conceals, or covers up by any trick, scheme, or dev'ice a material fact; 

“(2) makes any materially false, fictitious, or fraudulent statement or representation; or 

“(3) makes or nscs any false w riting or document knowing the same to contain any materially false, fictitions, or 
fraudulent statement or entry'. . . .” 

Lee Petherbridge and Jason Rantauen, “The Pseudo-Elimination of Best Mode: Worst Possible Choice?’’ 59 
UCLA Law Rev'iew Discourse 170 (2012). See http:/.:w'vvw.uclal3W'rev'iew'. org/'pd sf/discourse.-' 59-r 0.odf at p. 176. 
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impact on patent litigation - due to its highly subjective character. A second National 
Academies’ recommendation noted the status of the requirement as an obstacle to greater 
international hamionization patent systems around the world. 

Leaving the “best mode” requirement in the law means that every patent practitioner has an 
ethical obligation to inform each inventor-client that the inventor’s patent filing must disclose the 
best mode “contemplated for carrying out the invention.” When the inventor then asks the patent 
practitioner, “What is the consequence if I keep my ‘best mode’ secret?”, the competent patent 
practitioner must respond that there are no adverse consequences whatsoever - in any forum, at 
any time, for any reason. 

Thus, for the good of the U.S. patent system, it is time for a simple, surgical excision of the last 
vestiges of the “best mode” requirement. Again, in terms of the words needed in an AIA 
corrections bill, accomplishing this end could be done in fewer than a score of words. 

4. Complete the National Academies ’ Recommendation for Fully Transparency in the 
Patenting Process by Repealing the Election to Maintain Pending Patent Applications 
in Secrecy. 

When Congress ended over two centuries of secrecy in the patent examination process in the 
American Inventors Protection Act of 1999, it included a provision that permitted a small 
number of patent applicants to avoid having their pending patent applications opened to the 
public. It did so only for inventors who eschewed any interest in patenting their inventions 
outside the United States. 

This little noted and (relatively) little used exception to an otherwise open and transparent patent 
examination system is unique to the United States. In patent systems across the globe, all patent 
filings are subject to publication, almost universally at the 1 8-month mark after the original 
patent filing took place. France opens the French patent filings of all French inventors to the 
public, as do Germany, China, Korea, and Japan for the national patent filings of their respective 
nationals. 

Prior to the AIA coming into effect, there was a reason for the United States to have a different 
view for its nationals, who were seeking only U.S. patent rights. In a first-to-invent country, an 
inventor needs to be wary of any activity that might make its invention publicly known. Under a 
first-to-invent system, public knowledge of another’s invention does not bar a rival or competitor 
from using that public knowledge to craft its own patent filings - sometimes on closely related 
subject matter and sometimes on the identical subject matter to what the inventor has disclosed. 

Thus, under the pre-AIA patent law, once an inventor’s patent filing were published, it could 
invite a competitor to make subsequent patent filings that might surround the inventor’s 
published application - or even seek to take away from the inventor a patent on the subject 
matter being claimed in the inventor’s published application. All that a rival needed was the 
ability to marshal proofs that it had done its own inventing work earlier enough so that the work 
of the earlier-filing inventor was not “prior art.” 
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An inventor’s published patent filing that might spur a competitor into action and could ensnare 
the inventor in a patent interference would be an especially problematic consequence for 
inventors of limited resources. This deplorable state of the U.S. patent law provided a rational 
basis for Congress to place the 1999 limitation on transparency into the then-new publication 
provisions of the patent code - and to hold off on removing that limitation even after the 2004 
recommendation of the National Academies that it should be abolished. 

With the ATA coming into effect, however, the 1999 limitation has lost its rationale for being. 
More to the point, rather than being put at risk through publication of their pending patent 
applications, inventors now gain protections not available unless and until their patent filings 
become public. In other words, the rationale for the 1 999 limitation has been turned upside 
down by the AIA - and, light of the full implementation of the AIA’s provisions, it is time for 
Congress to take up the National Academies’ recommendation for full transparency in the 
patenting process. 

Under the provisions of the AIA, once an inventor’s patent filing becomes public, including 
under the 1 8-month publication provisions of the American Inventors Protection Act, the 
publication serves as an immediate and categorical bar to anyone else securing a patent on any 
subject matter that is contained in the published patent filing, at least insofar as the patent filing 
representing the publishing inventor’s own work. It also produces a similar bar to anyone else 
secure a patent on any closely related subject matter - any subject matter that is merely an 
obvious variation from the inventor’s own work. Finally, the bar to patenting by others applies 
not from the publication date of the inventor’s application, but from the inventor’s original patent 
filing date. 

Thus, under the first-inventor-to-file rules of the AIA, U.S. inventors whose patent filings 
publish now gain the same benefits and advantage that the French, German, Chinese, Korean and 
Japanese inventors have long enjoyed when their patent filings become public and operate as a 
retroactive bar to patenting by their competitors. 

In addition, because the AIA provides that the bar to patenting by competitors takes effect not on 
the date the patent filing becomes public - but, instead, has effect back to when the subject 
matter in the published patent application was effectively filed - it affords the inventor the 
optimal assurance of freedom to operate. For competitors and other rivals who sought patents 
only after the inventor filed, it is the publication of the inventor’s patent filing that triggers the 
ability of the USPTO to deny patents to those later-filing rivals on the same or obvious subject 
matter. 

Finally, when the 1999 opt-out provision is removed, it assures every inventor that all the prior 
art that will eventually be relevant to its right to secure a valid patent will be available to patent 
examiners in a timely manner. Without a universal publication rule, the possibility remains that 
a relevant patent filing of an opting-out inventor will remain secret for an extended period of 
time - until a patent is ultimately issued to the opting-out inventor- and belatedly bring into 
question the validity of patents examined in ignorance of what eventually will become relevant 
prior art. 
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Given the profound change in the U.S. law since the decision Congress took in 1999 to allow 
certain inventors to opt-out of the 1 8-month publication provisions, it is now timely for Congress 
to take up the National Academies’ recommendation for a fully transparent patenting process. 
Again, as a matter of implementing legislation. Congress need do little more than excise the 
specific provision in § 1 22 of the patent code authorizing the exception to have universal, 
mandatory publication take effect. 

5. Complete the National Academies ’ Recommendation for a Codified “Experimental 
Use” KKemption from Patent Infringement 

The patent statute provides - in a quite categorical manner - that any use of a patented invention 
is an act of patent infringement absent an express statutory exception: “Except as otherwise 
provided in this title, whoever without authority makes, uses, offers to sell, or sells any patented 
invention, within the United States or imports into the United States any patented invention 
during the term of the patent therefor, infringes the patenf’.'’'’ 

The statute itself, thus, does not literally admit of judge-made exceptions to patent infringement. 
For this reason alone, the legitimacy of substantial, judge-made exceptions could be disputed. 
This includes any judge-made exception to infringement for research or experimentation on a 
patented invention. 

As for the courts, there is today no consistent or coherent doctrine that exempts research or 
experimentation on a patented invention from allegations of patent infringement. In the last few 
months, the issue of the existence and the scope of such a judge-made “research use” exception 
has come to the fore in an en hanc decision of the Federal Circuit. 

At least one Federal Circuit judge lamented the lack of clarity on the metes and bounds of such a 
non-statutory exception to infringement. In a concurring/dissenting. Judge Newman bemoaned 
that the uncertainties with respect to the permitted scope of the judge-made “experimental” 
exception to patent infringement has potential implications on the issue of subject matter eligible 
for patenting under 35 U.S.C. § 101: 

this section 101 [patent eligibility] issue appears to have its 
foundation in a misunderstanding of patent policy, for the debate 
about patent eligibility under section 101 swirls about concern for 
the public 's right to study' the scientific and technologic kncnvledge 
contained in patents. The premise of the debate is incorrect, for 
patented information is not barred from further study and 
experimentation in order to understand and build upon the 
knowledge disclosed in the patent. 

Judicial clarification is urgently needed to restore the 
understanding that patented knowledge is not hatred from 
investigation and research. The debate involving section 101 


» 35 U.S.C. § 271(a). 
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would fade away, on clarification of the right to study and 
experiment with the knowledge disclosed in patents. 


The Federal Circuit has reaffirmed that “patenting does not deprive 
the public of the right to experiment with and improve upon the 
patented subject matter.” In re Rosuvastatin Parent Litig., 703 F.3d 
51 1, 527 (Fed. Cir. 2012). However, in Emhrex, Inc. v. Service 
Engineering Carp., 216 F.3d 1 343, 1 349 (Fed. Cir. 2000), the 
court stated that the experimental use defense was “very narrow” 
and unavailable when “the inquiry has definite, cognizable, and not 
insubstantial commercial purpose,” the concurrence adding that 
“neither the statute nor any past Supreme Court precedent gives 
any reason to excuse infringement because it was committed with a 
particular purpose or intent, such as for scientific 
experimentation,” id. at 1353 (Emphasis supplied) 

The only explicit provision in the patent statute on providing an exception for “experimental use” 
is to be found in 35 U.S.C. § 271 (e), which was enacted into law as part of the Drug Price 
Competition and Patent Term Restoration Act of 1984^* (the “Hatch-Waxman Acf’). However, 
the 1984 provision was a technologically narrow one and was solely for uses reasonably related 
to the development and submission of information to the FDA. Indeed, coupled with § 271(a)’s 
categorical nature, § 271(e)(l)’s limited exceptions for experimentation could be read to suggest 
that Congress intended such a narrow one, but no others. 

An obscenely narrow experimental use exception would, of course, make no sense. The reason 
that/wMiirerfinventions are patent (open) is so they can be understood and improved upon - so 
that competitors, would-be competitors and others can analyze and understand the new 
developments and, in the process of seeking to improve upon them, develop new alternatives to 
what was patented. 

Constitutionally, patents arise from the power of Congress to enact laws to promote progress in 
the useful arts. Progress only comes from the relentless obsolescence of new technology through 
the creation of technology that is even newer. Such progress depends, therefore, upon the right 
to investigate and experiment on what is new in order to discover the newer. The patent owner’s 
exclusive rights should not, therefore, include the right to protect against technological 
obsolescence from liirther progress in the useful arts. 

Given the fundamental nature of experimental use exception to the patent system, the judicial 
lamentations over the inadequacy of judge-made law - even three decades after the creation of 
the Federal Circuit to oversee that law - with respect to such an exemption, as well as a statutory 


CLS Bank IntH r. .Alice Corp.. No. 2011-1301 (May 10, 2013, J. Newman, concurring in part, dissenting in part, 
slip op. at pp. 3,6. 

Pub. Law 98-417, 98 Stat. 1585 (1984). 
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scheme that hardly admits that such non-statutory exception could exist. Congress ought to now 
prioritize action on a statutory “experimental use” exception to patent infringement. 

Profound encouragement to do so from the National Academies has come not once, but twice. In 
addition to the 2004 recommendations, a 2006 National Academies study, focused on reaping 
the benefits of genomic research, offered the following - carefully detailed - approach to a 
statutory experimental research exemption: 

The committee believes that there should be a statutory exemption 
from infringement for experimentation on a patented invention. 

Recommendation 10: 

Congress should consider exempting research “on” inventions 
from patent infringement liability. The exemption should state that 
making or using a patented invention should not be considered 
infringement if done to discern or to discover: 

a. the validity of the patent and scope of afforded protection; 

b. the features, properties, or inherent characteristics or advantages 
of the invention; 

c. novel methods of making or using the patented invention; or 

d. novel alternatives, improvements, or substitutes. 

Further making or using the invention in activities incidental to 
preparation for commercialization of noninfringing alternatives 
also should be considered noninfringing. Nevertheless, a statutory 
research exemption should be limited to these circumstances and 
not be unbounded. In particular, it should not extend to 
unauthorized use of research tools for their intended purpose, in 
other words, to research “with” patented invention.’” 

The subject of a possible statutory experimental use exception was considered during the 
legislative efforts that commenced in 2005 and ultimately led to the enactment of the AIA. No 
consensus emerged during that process on a suitable proposal for a statutory codification. 

However, the absence of a consensus in 2005 is an outcome unlikely to be repeated in 2013. 

First, a clear, statutory exemption spelling out in categorical terms that patents cannot prevent 
further research on a patented invention is far preferable for most patent holders than a rule 
denying eligibility for patenting of any invention that represents an important object for scientific 
investigation. Some courts, the Supreme Court included, have suggested such an either/or 


Stephen A. Merrill and Anne-Marie Ma/,/a. Eds. "Reaping the Benefits of Genomic andProteoinic 
Research: Intellectual Propcity Rights, Innovation, and Public Health,” CoTUinittce on Intellectual Propcit\’ Rights in 
Genomic and Protein Research and Innovation, National Research Council, National Academies of Science (2006). 
Available for download at ltttp:..^ww\y.nap.cdiiytatajo£.ph|>?rcconljd”_lJ487. 

145. 
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dichotomy: patents should not be granted where the inability to experiment on the patented 
subject matter might thwart the ability to proceed with follow-on scientific research. 

The specter of enlarging the law of patent ineligibility for want of a clear exception for research 
or experimentation on a patented invention is a consideration that moved to the forefront of 
patent debates only after the work on the AIA was ending. It was not taken into account when 
this issue disappeared from the patent refonn efforts that led to the AIA. 

The changed tenor of the debate over this issue during the past two years by itself represents a 
compelling motive for the patent owners, especially in the biopharma industry, many of whom 
were most concerned about the implications of a statutory experimental use exemption, to jump 
on the bandwagon of “patent eligibility, yes; barring experimentation on such patent-eligible 
inventions, no.” 

Second, as noted above, the courts have not successfully grappled with this issue, leaving much 
uncertainty over the extent to which research and experimentation on a patented invention is 
protected. This is precisely the type of needless uncertainty that spawns expensive litigation 
issues fraught with an unpredictability in their result. Again, this augurs well for convincing the 
wider patent community that now is the time for addressing, with clear and precise statutory 
rules, what is and is not permissible experimentation. 

Third, well-vetted proposals that approach the issue of an experimental use exception in a fair 
and balanced manner are now in hand. With the 2006 refinements to the 2004 National 
Academies recommendations, a template exists for crafting a statutory provision that should aid 
in the cause of greater predictable and certainty in the scope of the patent right, not frustrate that 
end. The emergence of proposals that are a suitable basis for a consensus make it highly 
desirable to reopen the question of a statutory experimental use exceptions applicable to all 
technology sectors.’' 

Thus, Congress should move forward with this important topic given its newly found ripeness 
and importance to the U.S. patent system. 

6. Complete the Codification of the Non-Obviousness Requirement for Patentability; 
Codify a “Double Patenting” Provision for First-Inventor-to-File Patents That Applies 
When the Statutory Requirement for Non-Obviousness Cannot Be Applied. 


or note is lire recenl submission of Ihe American Inlelleclual Property Law Association to the USPTO on tliis 
subject, "Tn addition to addressing concents that patents potentially may hinder the development of future genetic 
tests, AIPLA could support a statutory' experimental use exemption. Such a use exemption for bona fide scientific 
research should be teclniologv-neutml, and hinited to non-commercial acts done to study or e.xperiment on the 
subject matter of a patented invention, e.g., to investigate its properties or to impiove it. In addition, the research 
exemption should be available only if study or experimentation (as opposed to a coimncicial use) is the dominant 
use, and the existence of a coimnercial purpose shotrld not pre-empt or preclude exemption.” Letter of February' 8, 
2013 to the Honorable Teresa Stanek Rea from Jeffrey l.D. Lewis, "Written Comments in Relation to Leahy-Smith 
America Invents Act Section 27 Genetic Testing Study and Public Roundtable, 77 Fed. Reg 71170 (November 29, 
2012)." See 

http:'7yywyy.ai]4a.org/ady:ocacy,/c_xcctitiYC,)PocumcntyAIPLA7h2f)Comsst^^^^^^ 
7o20Dia£nostic%20 Test i ng')'o2Q 2 -8-13 .pdf. atpp. 3-4. 
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Since the 1952 Patent Act first codified the patentability requirement for non-obviousness for a 
claimed invention, there has been a congressional expectation that the judge-made law of 
“double patenting” would continue to apply alongside the statutory non-obviousness 
requirement. In cases where the statutory non-obviousness requirement did not apply to prevent 
multiple patents from issuing with highly similar claims, the judge-made double patenting law 
would take hold to limit the ability to separately enforce the patents with the similar claims. For 
this reason, this judge-made doctrine was historically known as “obviousness-type double 
patenting.” 

Prior to 1984, double patenting of this type was limited to the situation where the same inventor 
sought multiple patents that contained highly similar claims. One of the inventor-friendly 
features of U.S. patent law provides that the inventor’s own work - at least until it has been 
public for more than a year - cannot be used against the inventor to destroy the novelty or non- 
obviousness of the inventor’s claimed invention. 

Thus, prior to 1984, double patenting arose when a claimed invention of one of the inventor’s 
patents was very similar to the claimed invention in another of the inventor’s patents, but neither 
patent represented prior art to the other - so that the non-obviousness requirement could not be 
applied as between the claims of the two patents to eliminate the ability to secure one of the 
patents unless its claims were limited to subject matter non-obviousness in light of the “prior art” 
patent. 

After 1984, Congress provided the patents of an inventor’s co-workers, fe., commonly assigned 
patents, the same prior art exclusion that had earlier applied only to the inventor’s own patent 
filings. Then, in 2004, Congress extended this prior art exclusion a second time - excluding the 
prior art patents of an inventor’s collaborators, i.e., individuals cooperating with the inventor 
under a joint research agreement. The first of these congressional actions came in the Patent 
Law Amendments Act of 1984 and the second came in the Cooperative Research and 
Technology Enhancement (CREATE) Act of 2004.^^ In both the PLAA of 1984 and the 
CREATE Act, explicit legislative history urged the USPTO and the courts to expand the law of 
obviousness-type double patenting to pick up the statutory slack Congress had created by 
eliminating the co-worker (commonly assigned) and collaborator (joint research agreement) 
patents as prior art on which the non-obviousness test was to be applied. 

In a few words, over the past decade, this judge-made law has become unhinged from its policy 
underpinnings. While conceived as a replacement for a lacuna in the non-obviousness 
requirement under the statute, the judge-made law has been used to invalidate patents for 
obviousness-type double patenting in situations where there is no obviousness, that is, where the 
claims of one of the “double patents” are actually statutory prior art to the claims of the other of 
the “double patents” and the claims of the non-prior art patent are non-obvious under § 103 of 
the patent code over the claims of the prior art patent. 

Applying a judge-made rule of “double patenting” to different patents with claims that are non- 
obviousness in this manner makes no conceivable policy sense - there is no “loophole” in the 


’2 Pub. L. No. 108453, sec. 2, § 103(c)(2), 118 Stat. 3596. 
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requirements for patenting, specifically there is no abrogation of the requirement for non- 
obviousness that needs closing through a judge-made law. 

In addition, obviousness-type double patenting with no obviousness poses the specter of a TRIPS 
violation. As noted above in connection with a personal forfeiture doctrine, under TRIPS, 
member countries are obliged under Article 27.1 to make patent rights available without willy- 
nilly imposing additional tests or requirements for patentability beyond the TRIPS-sanctioned 
ones. 

As for the potential TRTPS concerns, while it is clear that the United States can impose a non- 
obviousness requirement for patentability under TRIPS, it is equally clear that where a patent 
meets the non-obviousness requirement - because an earlier patent of the same inventor is prior 
art and the second patent is non-obvious over the earlier patent’s disclosure and claims - that 
there is nothing under TRIPS that would allow the United States to nonetheless invalidate the 
patent on the ground that the claims of the second patent are too similar to those of the earlier 
patent - especially in the situation where such a patent could have been validly issued to a 
competitor of the patent owner and would be fully enforceable. In effect, obviousness-type 
double patenting without any possibility of obviousness imposes another TRIPS-inconsistent 
forfeiture of rights doctrine. 

As a first step to ending the bizarre application of thejudge-made law of “obviousness-type 
double patenting in the absence of any possibility obviousness,” the May 23 Discussion Draft 
contained a provision that would fully and accurately codify a law of double patenting for all 
first-inventor-to-file patents. This codification would address every pair of first-inventor-to-file 
patents where the claims of one of the patents is not available as prior art with respect to the 
claims of the other patent - but otherwise provide no sanction for the application of double- 
patenting principles. 

The proposed codification is unfortunately limited to first-inventor-to-file patents under the AIA. 
It, thus, does not address first-to-invent patents, for which a complete and accurate codification 
of the principle of double patenting is more complicated. While limiting the impact of the 
codification to patents subject by the AIA addresses the concerns over double patenting law only 
partially, it is an appropriate and worthwhile step to take. It Is a step that potentially opens the 
door for the USPTO and the courts to act to restrain double patenting law in all other 
circumstances, as envisioned in the 1984 and 2004 legislative history for the PLAA of 1984 and 
CREATE Act. 

7. Complete the Implementation of the National Academies’ Recommendation for 
Greater Harmony in U.S. Patenting Practices with the “Best Practices” Globally. 

One goal for the AIA was to advance the posture of U.S. patent law and practice as the mold and 
model for the rest of the world to follow. One aspect of this goal was to incorporate into U.S. 
patent law the best practices found in foreign patent systems. Another, of course, was to keep, 
perhaps improve, the unique features of U.S. patent law that themselves had proven to be optimal 
practices and, if possible, refine them for the 21 century. 
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Among the features of U S. patent law to be maintained and refined were the one-year “grace 
period” enjoyed by inventors under the pre-AIA patent law and the related collaboration-friendly 
features of U S. patent law under which certain commonly owned patents and certain patents 
developed through joint research agreements could not be cited against one another as a means 
of destroying the novelty or non-obviousness of related patents. Not only did the AIA maintain 
such unique aspects of U.S. patent law, it actually extended their effectiveness. 

In other aspects of this “best practices” endeavor, the accomplishments of the AIA were 
incomplete. There are at least two such areas where Congress should now consider additional 
modifications of U.S. patent law, each of which would represent a “better practice” compared to 
today’s post-AIA patent law and each of which would foster greater international harmonization 
of U.S. patent law with the best features of foreign patent laws. 

A. Remove the archaic requirement for a separate “inventor’s oath” 

Now that the USPTO’s implementation of the AIA provisions on assignee filing and the 
inventor’s oath is complete,^’' it has become clear that there is no continuing rationale for 
requiring - in any circumstance - that the inventor execute a separate oath or declaration in 
connection with a patent application. As the USPTO has implemented the AIA, an inventor 
must formally attest that — 

“(1) the application was made or was authorized to be made by the 
affiant or declarant; and 

“(2) such individual believes himself or herself to be the original 
inventor or an original joint inventor of a claimed invention in the 
application. 

This requirement essentially duplicates the requirement under § 1 1 5 of the patent code that the 
patent applicant, who today is typically not the inventor, must meet in order to have a complete 
patent filing. Under § 1 1 5(a) of the patent code, the patent applicant - who may be the assignee 
of the patent application rather than the inventor- is required to identify the inventor of the patent 
application. In its implementing regulations, the USPTO afforded patent applicants the option of 
providing all necessary information concerning the inventor in the “application data sheet” 
submitted at the beginning of the patent examination process and simultaneously sanctioned the 
filing of the inventor’s oath or declaration at the very end of the patent examination process. 

Thus, under the AIA, the statements of these duplicative statements of the inventor come at the 
end of the process - leaving the statements of the patent applicant made at the beginning of the 
patenting process the documentation needed for the patent examiner to make a complete 
examination of the patent application. 


' I See hltp:.(/wrvw.iispto.gov.'aia__nnp[ctiieijtanon/1Un!.vcnlor_oath.pdf. 

35 U.S.C. § 115(b), setting out the required statement of the inventor. 
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Indeed, in its AlA technical amendments package. Congress took the additional step of clarifying 
that the inventor’s “oath or declaration” need not be submitted until that patent actually issues - 
specifically, at the time the patent applicant pays the fee for issuing the patent.^' 

In summary, for patent examination purposes, the “oath/declaration” requirement has become all 
but a dead letter. To reinforce this “dead letter” status, the AlA further contains a “savings 
clause” providing that any error or defect in the submission of the inventor’s oath or declaration 
can be corrected by the filing of a substitute document and, if a substitute is filed, the patent 
cannot be rendered invalid or otherwise unenforceable based on the error or defect in the original 
statement.™ 

Thus, in a nutshell, what the inventor’s oath or declaration represents, under contemporary patent 
practice, is paperwork - a purposeless and meaningless formality given the obligations now 
placed on all patent applicants, whether the patent applicant is the inventor or the inventor’s 
assignee, to provide all necessary inventor-related information needed to assure the patent 
examination is complete and accurate. 

The Office should be given the authority to conform U.S. patent practice to global norms by 
permitting the Office to eliminate this requirement in situations where it clearly serves no 
purpose. Such a simple change to the § 1 15, the provision of the patent code providing for the 
inventor’s oath/declaration, would allow the requirement to be maintained at least in part, if, for 
example, the Office identified some reason for doing so in inventor-filed (rather than assignee- 
filed) patent applications. 

B. Permit the USPTO to force a single patent filing to be divided into multiple 
patent applications only absent a single inventive concept. 

Tt is unlikely that the U.S. patent system is greatly suffering today because too few patent 
applications are being filed, too few patent applications are under examination or too few patents 
are being issued. 

One small step towards reducing the number of unnecessary additional patent filings in the 
USP'fO would be to permit a patent applicant to secure a single patent on the invention disclosed 
in any single patent filing so long as the claims presented in the application where all directed to 
a single inventive concept. This practice is followed extensively outside the United States under 
what is termed the “unity of invention” standard.™ 


- Pub. Law 112-274, 126 ST AT. 2456 (Jan. 13. 2013). Leah\ -Smilh America Invenls Teclinical Correclions. al 126 
STAT. 2457. 

See 35 U.S.C. § 1 15(h)(1) and (3). 

The term “single inx’entive concept” is defined, as one example, in Rule 30(1) of the European Patent Convention: 
“Where a group of inventions is claimed in one and the same European patent application, the requirement of unity 
of invcntioTi rcfcTTcd to in Article 82 shall be fulfilled only when there is a technical relationship ainong those 
inventions imolving one or more of tlie same or corresponding special teclinical features. The expression 'special 
technical features’ shall means those features which define a conthbiition which each of the claimed inventions 
considered as a wiiole malees over the prior art.” 
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Instead of explicitly dictating a “unity of invention” standard, the 1952 Patent Act set out an 
“independent and distinct invention” test under which the Office can force inventors to restrict 
their claims in any single patent filing. Under this test, a patent filing made in the United States 
might require a dozen or more separate divisional patent to provide complete protection for a 
claimed invention - while the identical filing made outside the United States would result in all 
the claims of the dozen-plus U.S. patents issuing together in a single patent. 

The ability of the Office to restrict patent filings in this manner often results in delays in getting 
all the claims to the invention as originally disclosed patented. Because of this, the public may 
wait for years - even a decade or longer - before the last such “divisional” patent filing is 
ultimately issued and the patent claims on the original patent filing have all issued. 

The potential benefits of a “unity of invention” practice have been long recognized within the 
domestic private sector: 

Improved Efficiency through Application of a Single Standard 

U.S. examiners already must use the PCT Unity of Invention 
standard on National Phase applications filed in the USPTO from 
PCT-originated applications, instead of following U.S. restriction 
practice. Thus, U.S. examiners should already be familiar with 
Unity of Invention practice. As the worldwide use of PCT 
continues to grow, the number of cases entering the U.S. as PCT 
National Phase applications also rises. Shifting continuously from 
Restriction Practice on certain cases to the Unity of Invention 
Standard on others is an unnecessary complication for examiners. 

Moreover, this shifting can lead to a blurring of the distinction - 2 - 
between the two standards and application of the incorrect 
standard. Patent quality and examination efficiency could thus both 
be improved through uniform application of the Unity of Invention 
standard to all applications. 

Reduced Application Filings 

In its effort to reduce backlog, the USP TO routinely revisits the 
need to reduce the number of extraneous applications. The Unity 
of Invention standard could greatly assist the USPTO in this goal 
in more than one respect. First, while the USPTO often focuses 
especially on reducing “rework” applications such as RCEs, 
divisional applications may also be considered “rework” 
applications, for the most part, as basically the same text must be 
reevaluated with each divisional filing. Moving to a Unity of 
Invention standard would alleviate this problem by focusing the 
examiner’s attention a single time to address each aspect of the 
“same inventive concept.” By rolling together related applications 
falling within a single inventive concept, the total number of 
examiner hours spent per inventive concept would be reduced. 

Second, under current restriction practice, rejections based upon 
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“improper Markusli Groups” lead to splintering the invention into 
many separate applications. This is burdensome to the applicant as 
well as the USPTO. Adoption of a Unity of Invention standard 
would solve this problem, simplifying prosecution for applicants 
seeking claims with Markush groups and/or nucleic acid or amino 
acid sequences. 

Benefits for Applicants and Third Parties 

Keeping claims relating to a single inventive concept in a single 
application is efficient for both the applicant and third parties. 
Usually, claims relating to the same inventive concept all address 
the same commercial embodiment. As such, keeping all those 
claims in a single U.S. patent would be more efficient and easier to 
manage for the applicant. And for third parties, it is easier to 
address the method and device claims relating to a single product 
in a single patent. 

Enhanced Work Sharing 

The USPTO and other patent offices around the world already 
understand the need for work sharing to avoid duplication of work 
and reduce backlogs. The USPTO already has a number of existing 
programs, and more proposed, to improve work sharing. But 
within the Patent Prosecution Highway (“PPH”) program, studies 
show that most of the rejections issued by U.S. examiners after 
receiving allowed claims from foreign patent offices relate to the 
U.S. application of the Restriction Practice. These rejections and 
the attendant burdens on the examiners and delays to applicants 
unnecessarily impede effective use of the PPH. Because of the 
widespread international use of the Unity of Invention Standard, its 
adoption for all applications in the U.S. would allow the USPTO to 
maximize the potential value of work sharing. The new PCT PPH 
will only enhance these opportunities, given that the Unity of 
Invention standard will be applied to these cases during the PC'f 
search and examination. 

A Bold Step toward Harmonization 

For the USPTO to adopt a common Unity of Invention standard 
similar to that utilized by virtually all of the other patent offices 
worldwide would be a bold step in jumpstarting harmonization. It 
would facilitate cooperative searches among patent offices, 
exchange of examiners, more uniformity in patent family claims, 
and, of course, increased work sharing benefits.^* 


® Letter to the Hon. David J . Kappos from the Intellectual Propertt" Owners Association, "IPO Comnients on the 
Proposed Cliangcs to Rcstiiction Practice in Patent Applications," Aug. 13, 2010. Sec !ittp:-7~wiw-ipQ.o rg/\ 'vp- 
co!ite nt/tiploads/2013/0 3.'l PO_ Comments on Restri cti o i i_Pm cti ce_FR_Notic8.p df. 
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The ability of foreign patent systems to simplify the patenting process for inventors (and the 
public) by examining all claims to the single inventive concept at one time suggests that 
practices used outside the United States could readily succeed in the United States. However, to 
assure that the Office is able to address the redistribution of the examination burden though the 
“unity of invention” approach, the optimal means for implementing this change in the 
examination process would be through a pilot program, following which the Office would have 
the infomiation and experience needed to best craft final implementing rules. 

8. Correct the Claim Construction in the New Post-Grant Review and Inter Partes 
Review Procedures to Reflect the Judicial Standard Used to Assess Validity 

Congress has given the Office the authority to adjudicate the validity of issued patents through 
the new PGR and IPR procedures of the AlA. The Office is not the only administrative body to 
which Congress has entrusted the responsibility for adjudicating patent validity. The United 
States International Trade Commission in its § 337 jurisdiction is also called upon to adjudicate 
patent validity issues that come before it. 

In both the district courts and the ITC, the scope of the claims is determined by reviewing the 
respective contentions of the parties as to the meaning of claim terms in dispute and ruling on 
those contentions. Claims are not given their broadest reasonable interpretation because the 
claim construction used to assess validity of the patent is similarly used to assess whether the 
patent has been infringed. 

Were the patent owner given the benefit of a “broadest reasonable construction” in patent 
infringement litigation, it would be potentially unfair to an accused infringer. A patent claim that 
would not have been infringed given its proper construction could be found to have been 
infringed if more broadly construed. 

In a post-grant review or inter partes review proceeding, the same logic applies, but in reverse. 
Where the patent challenger given the benefit of having the patent owner’s claim being given a 
“broadest reasonable construction” in the PGR/IPR proceeding, it would be potentially unfair to 
the patent owner. A patent claim that would have been valid if given a proper construction could 
be found invalid if more broadly construed. 

According a claim in a pending patent application its “broadest reasonable construction” can be a 
useful examination tool because that patent applicant effectively enjoys an unlimited ability to 
amend the claim - or disavow a broad construction - thereafter constraining the scope of 
protection on any patent that might issue on the application. 

However, the intent of Congress in enacting PGR/IPR was not to continue the examination of a 
patent. Indeed, Congress expressly repealed “inter partes reexamination” - a procedure 
Congress created in 1999 to continue the examination of patents before patent examiners in a 
proceeding that, like pre-grant examination, accorded the patent applicant the ability to freely 
amend the patent claims. 
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Both post-grant review and inter partes review require the use of administrative patent judges to 
conduct these proceedings. They bar the use of patent examiners and severely limit the ability of 
the patent owner to amend the claims of the issue patent. 

In spite of the clear intent that these proceedings are adjudicatory in nature, not continued 
examination proceedings, the Office’s implementation of the PGR/IPR proceedings inexplicably 
requires a “broadest reasonable interpretation” of patent claims be used. This is unfair to patent 
owners. Tt is inconsistent with the validity construction given in the district courts and the TTC 
when considering patent validity issues. 

Congress should act forthwith to correct this mistake made by the Office in the implementation 
of its PGR/TPR responsibilities. The May 23 Discussion Draft accomplishes this result and, 
hopefully will find its way into a new patent reform bill. 

9. Correct the I legislative Error That Resulted in an Errant “Or Reasonably Could Have 
Been Raised” Judicial Estoppel for Post-Grant Revieiv Proceedings 

The May 23 Discussion Draft contains a provision that corrects the inclusion of the “or 
reasonably could have been raised” judicial estoppel for post-grant review. Correcting this 
legislative error in the enactment of the ATA should be accomplished because it imperils the 
vitality of post-grant review. 

Conclusions 

The vision for the AlA was that U.S. patent law would become substantially more transparent, 
objective, predictable and simple. The new law was intended to boil the law of patent validity 
down to four legal standards - a claimed invention that is be sufficiently different, sufficiently 
disclosed, sufficiently definite and sufficiently concrete can be validly patented. The new law 
was not designed to harmonize U.S. patent law with patent laws around the world as much as it 
was designed to glean global “best practices” for patenting - with the objective of becoming the 
mold and model for the rest of the world to emulate. The AlA also took the first step in what 
could be a patent validity adjudication revolution with the enactment of post-grant review - 
allowing for a full and fair challenge and a full and fair defense for patent challenger and patent 
owner respectively - in a procedure crafted to run efficiently and promptly to conclusion under a 
one-year statutory deadline. 

Having done all this, the future of the AlA hopefully includes a small number of targeted 
changes to the AIA that would clarify provisions that have become the subject of contention, 
would correct provisions where legislative errors were made or Office’s implementation has 
gone awry and would complete enactment of the 2004 recommendations of the National 
Academies for a 2U* century patent system. Congress has already started work to address 
several of these important issues. The future, one might hope, would be enactment into law of 
perfecting changes that comprehensively address all these remaining ATA-related reforms, 
allowing this historic law to achieve its full promise. 
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Mr. Goodlatte. Thank you, Mr. Armitage. 

And the Committee — I guess your advice would he to proceed 
with all due concentrated deliberation and get it right. 

Mr. Armitage. I’ll give you a few weeks to get it done right, sir. 

Mr. Goodlatte. There you go. 

The Chair will begin the questioning process under the 5-minute 
rule. And I’ll recognize myself. 

Mr. Gupta and Mr. Kramer, could you walk us through how you 
see the abusive patent litigation environment changing, if this bill 
is enacted? Specifically, how the provisions on fee shifting, height- 
ened pleading standards, discovery and transparency would reduce 
litigation, extortion and abusive practices? 

Mr. Gupta. Certainly. Thank you for the opportunity. Chairman. 

Mr. Goodlatte. And you’re also going to have to be expeditious 
about that 

Mr. Gupta. Sure. 

Mr. Goodlatte [continuing]. Because I have a few other ques- 
tions I want to 

Mr. Gupta. I can answer that with one example of a recent case 
for us. 

We were sued by a patent assertion entity on a patent that the 
claims were very vague, in terms of the pleadings, there was so 
specificity as to how we were alleged to infringe. And the product 
that was identified was a product that we’d long discontinued. 
When we notified the plaintiff about that we got no response from 
them for months. About a month before discovery was supposed to 
close, they served us with a request and they identified 14 addi- 
tional products from our company asking that we produce informa- 
tion and documents related to those 14 products. 

With about a month left in discovery, we approached the court 
and said that that was not proper or fair. The court allowed the 
plaintiff to proceed. We were then asked to produce a significant 
number of documents to this particular plaintiff. In the meantime, 
we were seeking some discovery from them which they vigorously 
defended and fought. Ultimately, when we got those documents, it 
turned out that they had licensed a software manufacturer, whose 
software was imbedded in our products, and we were all licensed. 
At that point they walked away from the suit, after having settled 
in the meantime with tons of companies and having collected set- 
tlement fees from them. 

Now, at the end of the day, we sought to recover our costs and 
fees from having had to have defended against this frivolous and 
abusive practice. And our fees were denied. So, the provisions in 
this bill address many of these procedural abuses and would make 
our lives and the lives of defendants who are faced with these abu- 
sive practices a whole lot easier. 

Mr. Goodlatte. So, you would say that that company hid the de- 
fects in their litigation while they attempted to drive up your litiga- 
tion costs and procure a settlement. And, when that tactic failed, 
because you finally did discover what you needed to discover, you 
were not awarded any compensation for the added — one would 
argue — willful contribution to pursuing an abusive and, I would 
say, frivolous lawsuit, if indeed the products had been properly li- 
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censed in the first place. If people had been able to find that out 
in the first place, you wouldn’t have had the problem. 

Mr. Gupta. I agree, yes. 

Mr. Goodlatte. Mr. Kramer? 

Mr. Kramer. Thank you, Mr. Chairman. 

The Innovation Act is a bundle of common sense reforms that 
will help level the playing field, create transparency and allow de- 
fendants to defend themselves in cases. The provision on clarifica- 
tion of Section 285 will provide disincentives for patent trolls to 
abuse the court system and bring bad cases. The staging — the 
standards, with respect to genuine notice pleading in patent cases, 
will encourage the focus of the litigation from the start so we all 
know what we’re talking about. That will decrease costs for every- 
body. Staging of discovery until after claim construction will also 
make litigation more efficient for everyone, both plaintiffs and de- 
fendants. Focusing discovery and making presumptive limits on 
what should be produced will also help everybody by making the 
process more efficient. 

So, all these things are tremendous steps forward and create a 
more level playing field for everyone in the litigation. 

Mr. Goodlatte. Thank you. 

Mr. Kappos, when it comes to the patent system, especially pat- 
ent ownership, do you believe that it is appropriate for entities to 
assert a patent far beyond the value of its contribution to the art? 
Should there be greater requirements to asserting patents in litiga- 
tion, such as fee shifting, heightened pleading standards and trans- 
parency? And, can you describe a clearly abusive patent litigation 
case that you faced in the private sector? 

Mr. Kappos. Yeah, well the — thanks for the question, Mr. Chair- 
man. 

I do like, in general, the provisions that shift fees that stay some 
discovery that focus discovery. I think that’s all good for the sys- 
tem, whether you are a plaintiff or defendant, frankly. 

I think where further consideration is going to be needed is in 
balancing some of those provisions, for instance cases where a 
plaintiff may engage or where a prevailing party may engage in ac- 
tion that’s found to be vexatious. So there’s fairness on both sides 
that need to be achieved there. 

In terms of overbroad claiming, which I think is a great question 
and central to the issue. I’ve seen that in any number of situations, 
you know, both in the government and in my private practice expe- 
rience. And it is indeed — tends to be claims that cover all solutions 
to a problem, which frequently are business method claims, which 
brings up the value of the covered business provision as it is cur- 
rently being worked through the USPTO. And it is those claims 
that enable, at times, patentees to assert far beyond any contribu- 
tion they made to the field. And it is those claims, I believe, that 
this litigation should be directed to, in terms of its discovery, fee 
shifting and other provisions. 

Mr. Goodlatte. Thank you very much. 

Chair recognizes the gentleman from Michigan, Mr. Conyers for 
his questions. 

Mr. Conyers. Thank you very much. Chairman Goodlatte. 
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I’d like to just follow up with Mr. Kappos on this notion that — 
what we can do to ensure full funding of the USPTO. And I note, 
in your testimony, that the GAO found their recent report that pat- 
ent assertion entities are not driving patent litigation. And I want 
to find out if you believe the broad new legislation to constrain pat- 
ent assertion entities is needed in that — in this general range of 
considerations. What’s your view, sir? 

Mr. Kappos. Well, thank you. Ranking Member Conyers. 

And indeed the GAO report, which was obviously very non- 
partisan, found that non-practicing entity behavior is not primarily 
what’s driving litigation. Moreover there have been scholarly pa- 
pers that have come out, some within the last few years and even 
more recently, that are getting the facts and are showing that 
when the effects of the AIA are factored out, the total number of 
lawsuits really is not changing. 

That being said, I would agree with the assertions of my col- 
leagues here that there clearly is a problem. I don’t see the prob- 
lem as one about identifying bad guys like patent assertion entities 
or trolls. I see the problem as one of behaviors. Behaviors that any- 
body can engage in, whether you’re a large well-funded company or 
a small litigant whatever sector you’re in. And so, I applaud the 
parts of the legislation and the sentiment, that I heard earlier, to 
direct our attention toward those actions and behaviors that need 
to be restrained and redirected rather than trying to label parties. 

Mr. Conyers. Thank you very much. 

Mr. Goodlatte. The Chair recognizes the gentleman from North 
Carolina, Mr. Coble, Chairman of the Subcommittee. 

Mr. Coble. Thank you, Mr. Chairman. 

Gentlemen, thank you for your testimony. Some of this may be- 
come repetitious, but it’s nonetheless important. 

Mr. Gupta, let me ask you this: we’ve all heard about patent 
trolls, but what about patent privateering, that is the situation 
where a company outsources its patent lawsuits to a shell company 
to harass competitors? Should such behavior be subject to FTC or 
DOJ antitrust scrutiny for anticompetitive behavior? 

Mr. Gupta. Thank you for the question. 

I think there is an opportunity for the DOJ and the FTC to in- 
vestigate and look at those practices. And I understand that they 
are in the process of doing so. This bill has several provisions that 
are directed toward the abusive litigation practices that we see 
today from these PAEs. And, while the FTC and the DOJ are look- 
ing at those privateering practices, if these provisions are enacted, 
we should see a significant decrease in abusive practices. 

And I particularly think that the opportunity to hold PAEs finan- 
cially accountable for having brought frivolous and abusive litiga- 
tion would go a long way in changing the basic paradigm, which 
is that companies, if given an opportunity — or defendants, if given 
an opportunity to defend these actions and not feel extorted to set- 
tle in light of the significant expenses associated with getting to 
judgment, would choose to actually take cases to trial more often 
than not. And that simply would then break the model of abusive 
PAEs who thrive on early settlements. 

Mr. Coble. Thank you, sir. 
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Mr. Kramer, how do the Innovation Act’s provisions work to- 
gether to level the playing field in patent litigation? And with that 
new level playing field, do you expect that we’d see demand letters 
and suits against small businesses and startups to increase or de- 
crease? And, if you would Mr. Kramer, define “demand letter.” 

Mr. Kramer. Thank you. Congressman, for your question. 

I’m sorry, I did not catch the last part of that question. 

Mr. Coble. I said, with the proposed new level playing field that 
we would expect — would the demand letters and suits against 
small businesses and small startups increase or decrease? 

Mr. Kramer. Thank you. Congressman. 

So, I think that the provisions in this bill are commonsense re- 
forms that will decrease those types of demand letters because, 
once you clarify the standards for fee shifting under Section 285, 
then all of a sudden there is a disincentive to send out blanket de- 
mand letters just willy-nilly and haphazardly because, like the 
Martha Stewart case that was discussed earlier, that could provoke 
a declaratory judgment action. And all of a sudden, fees could be 
in play. 

So, I think that the behavior that we’re talking about here, abu- 
sive patent troll litigation behavior, would actually be dis- 
incentivized. And that’s for all players in the system, both large 
and small. So, the first part of your question, with respect to how 
it would level the playing field, I think the legislation would pro- 
vide incentives for defendants to actually defend themselves in 
cases instead of settling more cases and just feeding the behavior. 

The vicious cycle of troll litigation is such that, the more cases 
there are the more you settle, the more you pay the trolls go out 
and buy more patents to assert against you. And all of a sudden 
you get more litigation. If you stage discovery, if you have pre- 
sumptive limits on discovery, if you create a disincentive for bring- 
ing bad cases in the form of clarifying Section 285 then you will 
level the playing field. And, as a result, you will see fewer bad 
cases. 

Mr. Coble. And Mr. Kramer, if you would, define a demand let- 
ter. What is a demand letter and what would a demand letter con- 
sist of? 

Mr. Kramer. Demand letters typically consist of an assertion 
that your business practices somehow infringe a patent and they 
request that you stop doing what you’re doing, whatever activity 
they accuse you infringed with. 

Mr. Coble. I thank you, Mr. Chairman. 

I see my red light is about to illuminate, so I will yield back. 

Mr. Goodlatte. The Chair thanks the gentleman and recognizes 
the gentleman from North Carolina, Mr. Watt, the Ranking Mem- 
ber of the Subcommittee for 5 minutes. 

Mr. Watt. Thank you, Mr. Chairman. 

And, let me start by trying to find common ground here. There 
are some provisions in this bill, I think, that a number of us agree 
with. There are other provisions where we have some real con- 
cerns. 

Mr. Kappos, there are some provisions that you said you are 
comfortable with. Can you kind of identify what those are so that 
we can kind of start from common ground? That would be — and 
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maybe you want to just take some time to do that and give that 
to me following the hearing. 

The other concern I have is with a case pending on the payment 
of fees before the Supreme Court now. Mr. Gupta and Mr. Kramer, 
what would you think the justification would be for this Committee 
acting on that subject before the case is heard and decided by the 
Supreme Court? 

Let’s — let me go on the reverse order. That’s probably an easier 
more direct answer to the later question. 

Mr. Gupta and Mr. Kramer? 

Mr. Gupta. Thank you, Congressman. 

I think that, as the Supreme Court explains or does a better job 
of qualifying what an exceptional case is, that there is an oppor- 
tunity here and a much needed change in the law that, in the 
event, that we have a plaintiff that brings an abusive action and 
defendants are forced to spend millions to defend themselves, that 
there’d be an opportunity to hold those plaintiffs financially ac- 
countable so that there is a shifting of that burden that was en- 
tirely — 

Mr. Watt. And would you think it would be appropriate to apply 
that same standard to a defender to counter claim or would you 
put him in a different category? 

Mr. Gupta. I would completely support a bilateral proposal along 
those lines where it would be — if it’s good for the plaintiff it’s 

Mr. Watt. And is it your sense that the Supreme Court or the 
courts don’t have that discretion now? 

Mr. Gupta. Right now the default is that there is no shifting of 
fees. One has to make a showing of exceptional case. This bill, we 
think, very effectively and will, efficiently address this problem of 
abusive litigation by making the default be that, in the event a de- 
fendant is able to show that a plaintiffs claims were objectively 
baseless the default would be that there would be a shifting of fees 
so that there is some financial accountability felt by the non-prac- 
ticing entity or the PAE who currently 

Mr. Watt. This is not restricted to non-practicing entities, is it? 

Mr. Gupta. It could be. 

Mr. Watt. I mean, is this — this is everybody in the litigation 
chain gets a — this provision gets applied to, does it not? 

Mr. Gupta. It does. And I think, from our experience, when prac- 
ticing entities are in litigation, they tend to be a lot more cautious 
and judicious and thoughtful about claims they bring in litigation 
because they know that when they assert a claim that they’re like- 
ly to get a counter claim. As we’ve seen, with our experience with 
having this patent assertion entities, they are not fearful for any 
of those checks and balances. 

Mr. Watt. Mr. Kramer? 

Mr. Kramer. Thank you. Congressman. 

In short. Congress is in the best position to remedy the situation 
and address the problem with respect to everyone involved, right, 
not just Octane Fitness, which is the case pending before the Su- 
preme Court. And, like Mr. Gupta has alluded to, the current bill. 
Innovation Act, goes a little bit farther than what the Supreme 
Court could possibly do in that case and therefore would provide 
broader remedy 
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Mr. Watt. You think 535 Members of the House and the Senate 
are in a better position to address question than some thoughtful 
response from the court. That’s what you’re saying? 

Mr. Kramer. Congressman, thank you for that — yeah. I 

Mr. Watt. Okay, I’m just a — I got you 

Mr. Kramer. The answer is yes. 

Mr. Watt. Okay. Alright. You got a lot more confidence in us 
that I think the public has in us. [Laughter.] 

Mr. Kappos, I gave you a little opportunity. Can you tick off just 
the provisions that you think are noncontroversial in this bill, I 
guess, that’s kind of the bottom line of the 

Mr. Kappos. Well, yes. Thank you. Ranking Member Watt. 

I would start by saying, for instance, the fee shifting provision, 
which others have lauded here, while not without its issues — in- 
cluding that the Supreme Court is looking at two cases right now 
that involve that — is good policy. But, apropos, your question 
should be bonding in both directions that inappropriate behavior on 
the part of either prevailing party should be kept in mind in apply- 
ing fee shifting. 

I think real party in interest is in the category of being fairly 
noncontroversial, although I’ve heard calls that maybe real party 
in interest identification should go be a little more aggressive than 
it is and that more should be required than is currently in the bill. 

Litigation procedure — we’ve talked about that. I think that is 
positive. Stage discovery will cut a lot of unnecessary litigation ex- 
pense. 

But, once again, there needs to be some reciprocity or bilat- 
eralism brought into that. So, in the case of a counter claim party, 
so an original defendant that makes a counter claim of invalidity 
or non-infringement or declaratory judgment plaintiff, should have 
the same requirements as the original patentee, relative to stage 
discovery and paying for the other party’s discovery beyond a basic 
limit. But, I think the idea is a good one. Again, also subject to let- 
ting the Federal courts do their job and Congress not being overly 
prescriptive with permitting judges to use judgment. 

The joinder provision, we’ve talked about, that clearly positive 
also in holding to account those parties, like Mr. Kramer pointed 
out, who are behind the scenes, who are not disclosing their identi- 
ties. So, there’s goodness there. But, again, some confusion and 
some lack of clarity in my reading of that provision and can stand 
more discussion so that it doesn’t wind up being interpreted in a 
way that a licensee of a patent portfolio becomes subject to joinder. 
Which is, as I read that provision, a risk right now. 

And then lastly, I would mention, stays. We haven’t talked very 
much about that. But, that’s, I think, a positive provision also. It 
can protect the innocents, the retailers and the end users who are 
brought in sometimes as hostages in patent infringement suits. 
And I think the provision is good from that respect, but the danger 
in it — several dangers. One that’s prominent is that, the way it’s 
written, it can apply to any party in the distribution channel. 

So, from the top of the food chain, if you will, the party that 
makes the subcomponent then sells it to an aggregator that puts 
that subcomponent with other subcomponents, creates a card or a 
board, if I can refer to computers for a moment, then sells that ac- 
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cumulation to another party that assembles the product. I don’t 
think you want all of those intermediary parts of the value chain 
to be able to benefit from stays. You want that end user or that 
retailer to benefit. And so, I think some tuning, some refinement 
of the statute will solve those problems. 

Mr. Watt. Thank you, Mr. Chairman. I thank you for your indul- 
gence of allowing the response to go over time. 

Mr. Goodlatte. Not at all. It was a learned response. 

The Chair will now recognize the gentleman from Texas, Mr. 
Smith, for 5 minutes. 

Mr. Smith. Okay. I thank you, Mr. Chairman. 

And also, I want to thank you again, Mr. Chairman, for making 
this subject a priority of the Judiciary Committee. I think it will 
be one of the most important bills that we consider this year. 

I also want to welcome back Director Kappos to the witness 
table, I believe, for the first time since he left PTO and entered the 
private sector. And it’s always nice to hear your expert testimony 
as well. 

The Innovation Act codifies the first post grant review decision 
on covered business method patents. And I have two questions I 
would like to direct to Mr. Armitage, Mr. Kappos and Mr. Kramer. 

And the first one is this: what should the Committee consider or 
contemplate as it thinks about the amendments to the program for 
covered business method patents? And my second question is this: 
are there any negative consequences to expanding the covered busi- 
ness method program? 

And Mr. Armitage, could we start with you? 

Mr. Armitage. In the course of enacting the America Invents 
Act, probably the most contentious part of that work was figuring 
out what role the PTO should play with patents that have already 
issued. I think there was wide support for post grant review proce- 
dures. Post grant review takes place immediately after the patent 
issues. It allows every issue that you could raise in a District Court 
to be raised in the Patent and Trademark Office and indeed pro- 
tects the public, if it’s used and used effectively, against patents 
that might be sued 5 years, 10 years down the road. 

It becomes much more difficult to justify these procedures once 
the patent is in the marketplace for several years, investments 
have been made in reliance on the patent because you simply can’t 
protect the rights of the patent owner in these procedures to the 
same degree the rights of the patent owner would be protected in 
District Court. 

With CBM this was the last exception to the rule that the PTO 
should get out of the way, after the post grant review period was 
over, and not consider these issues of patentability. 

So, I would urge the Committee to respect that compromise. And, 
if there’s a provision in the bill that I would hope might come out, 
it would be everything related to Chapter 18. I didn’t hear any wit- 
ness testify today that Chapter 18 was needed to get the much 
needed litigation reforms done. 

Mr. Smith. Okay, thank you, Mr. Armitage. 

Mr. Kappos — Director Kappos? 

Mr. Kappos. Yes, thank you. Chairman Smith. 
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So, relative to covered business method issues, I’m first and fore- 
most concerned that covered business method be expanded in a 
way that it encompasses all software patents. I think that that 
sends a — just a really terrible message about the importance of 
software innovation and puts into scope a huge number of patents 
that don’t belong in Section 18. As Mr. Armitage alluded, there’s 
plenty of other provisions of the AIA procedures that those patents 
are appropriately subject to. 

I would also say that the extension of the CBM provision to be- 
come permanent or to be extended for a number of additional 
years — it’s just too early to say whether that makes sense. There 
was a great compromise and wonderful work done by Congress, 
this Committee, that set that procedure up as a bridge provision 
with a set number of years. I just don’t see any reason to go and 
return to that, at this point. 

And then lastly. I’d say, while it’s too early to measure, with only 
15 months with — sorry, only about 13 months under our belt so far 
in a procedure that’s designed to take at least 15 months to 
produce decisions, if you look at what we know so far, there’s been 
over 70 of these things that have been instituted, CBM procedures. 
That’s significantly more than we anticipated at the tJSPTO. So, 
that could be viewed as a good thing. Participants are investing in 
the process and that’s good. 

There’s been exactly one decision so far, in the Versata case. In 
that case, the USPTO took out an entire patent, despite that it had 
been found to be valid previously by a District Court, getting rid 
of a multi-hundred-million dollar judgment. So, if you extrapolate 
that single event out and just guess that there might be two-thirds 
of patents that go through the CBM procedure in the next year, 
have their claims either significantly or completely invalidated, you 
could be looking at a far different world than the one that we were 
living in a year ago with huge relief for the companies sitting to 
my right here at this table, with many, many business-method pat- 
ents having been taken out. And it’s in that context that I say, it 
feels like we should let the USPTO and its reviewing courts work 
a little further, because they’re actually making progress with this 
provision. 

Mr. Smith. Thank you, Mr. Kappos. 

Mr. Kramer, my time is expired, but do you have anything you’d 
like to add briefly? 

Mr. Kramer. Yes, Congressman, thank you for the opportunity. 

The one concern that I would say that the Committee should 
keep in mind is providing low-cost alternatives to District Court 
litigation for bad patents — ^bad quality patents. The PTO has en- 
acted very good rules that backstop the covered business method 
program including identifying that patents that have a technical 
solution to a technical problem should be excluded from that pro- 
gram. So, the program, by its own implementation — by its own 
rules, is very narrow. 

Mr. Smith. Okay, thank you, Mr. Kramer. 

Thank you, Mr. Chairman. 

Mr. Goodlatte. Chair recognizes the gentleman from Tennessee, 
Mr. Cohen, for 5 minutes. 

Mr. Cohen. Thank you, Mr. Chair. 
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Mr. Gupta — Gupta — is it “Gupta?" 

Mr. Gupta. Gupta, sir. Gupta is fine. 

Mr. Cohen. Okay. You were discussing this case where, after 
discovery, you found out that there was a license. Did you file a 
Rule 11 there? 

Mr. Gupta. If I recall correctly, we sought to recover our costs 
and fees after the plaintiff approached us and wanted to drop the 
suit. And we were unable to because we could not make a showing 
that it was an exceptional case. And that’s where, I think, the 
standards are really high right now. And the plaintiff was able to 
walk away knowing full well 

Mr. Cohen. I’m missing something. Tell me about this license. 
The — you discovered that it was 

Mr. Gupta. So, we sell — in this particular case, the products that 
were accused of infringement were generally hardware products 
that needed some operating system software. And, in this par- 
ticular case, the operating software came from two or three dif- 
ferent sources. Each one of those companies had previously ob- 
tained the license to the patent from the patent assertion entity. 
And the license covered downstream users of that operating system 
software. 

So, understanding that that operating system software needed to 
work with pieces of hardware, the operating system provider had 
obtained a license that was broad enough. 

When that patent was asserted against us, we did not know and 
we had been trying to figure out what sort of licenses were already 
in place with — ^you know, with that patent. That information was 
not provided to us readily. Now, it is our belief that the patent- 
holder knew all along — the patent assertion entity knew all along 
that these folks had indeed been licensed. And they had kept that 
information away from us as long as they could. 

Mr. Cohen. I may not understand this, but it seems like if 
they — if there was a license that it was — that that’s when the — was 
a slam dunk. 

Mr. Gupta. Yes. 

Mr. Cohen. Well then, how could you not have succeeded? Now, 
was this the judgment of the court under Rule 11? I don’t — it just 
doesn’t seem like the facts as you describe them could even — could 
a judge find other than to award fees. 

Mr. Gupta. That is part of, I believe, the reason why this bill is 
actually — targets or has directed remedies for some of the chal- 
lenges that we face today. 

In this particular case, we had to go through months of discovery 
to ultimately get that document or get those set of facts. And even 
after we were able to establish that there was indeed a license, the 
patentee is — or, the plaintiff is simply about to walk away and 
without any financial accountability for having put the defendants 
through this very expensive process. 

Mr. Cohen. And Rule 11 wouldn’t have covered that? 

Mr. Gupta. We did not, you know, it’s not that 

Mr. Cohen. You did assert Rule 11? 

Mr. Gupta. There — we — there are Rule 11 sanctions that are 
available, but we sought to recover fees under Section 285 for frivo- 
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lous — ^you know, for having initiated this action. And our case was 
deemed not to have satisfied the exceptional case standards. 

Mr. Cohen. This is somewhat, as I understand it, patterned this 
remedy or change under the Equal Access to Justice Act. Are you 
familiar with that? 

Mr. Gupta. Somewhat familiar with it. 

Mr. Cohen. Are there not some countervailing standards where- 
by if there — one side has protracted the litigation and caused addi- 
tional expenses that the ward can be reduced by the judge. 

Mr. Gupta. In patent cases it’s very rare that a prevailing de- 
fendant is able to recover their fees and costs. And generally, you 
know 

Mr. Cohen. Right. And this would change that. 

Mr. Gupta. This would put some financial accountability back on 
the abusive plaintiffs. 

Mr. Cohen. And shouldn’t — just like the Equal Access to Justice, 
shouldn’t it be balance though that if there’s certain harm or fault 
on the defendant maybe then the expense of litigation that that 
should be something the judge takes into consideration? 

Mr. Gupta. And I think this bill talks about, you know, if the 
non-prevailing party has — takes positions in litigation that are ob- 
jectively baseless then there is an opportunity for the prevailing 
party’s fees and costs to 

Mr. Cohen. So you think that should occur, if whether does or 
doesn’t 

Mr. Gupta. Yeah. 

Mr. Cohen. Mr. Kappos, let me ask you this — Mr. Watt asked 
you, “What are the things that you find are okay in this bill?” And 
in response to Mr. Smith you said a few things that maybe weren’t. 
What are the things that you think are most egregious in this bill? 

Mr. Kappos. I wouldn’t identify anything as “egregious.” I think 
the 

Mr. Cohen. All right. The things that are your least favorites. 

Mr. Kappos. Yeah. 

Mr. Cohen. The thinks we should — the things we — shouldn’t be 
in this bill, how about that? 

Mr. Kappos. Well, the one thing that comes to mind, I think it’s 
a very productive discussion, but on balance, as I’ve mentioned, I 
would tend to leave the covered business method situation the way 
it is given how much in flux and how early in implementation that 
is. 

Mr. Cohen. Is that the only Section that causes you any con- 
cern? Otherwise you’re for this bill? 

Mr. Kappos. Well, with all the points that I’ve raised, you know, 
relative to the judiciary and letting the judiciary play its role, et 
cetera. I can’t think of a provision that, as I sit here though, that 
I would say is completely unacceptable or bad policy, per se. 

Mr. Cohen. It’s hard for me to even to comprehend that there 
should be a bill because Mr. Smith was such a great Chairman and 
passed such a good bill that I supported, that I wouldn’t think we 
need to be here this year. But apparently there was something 
he — even he missed. 

I yield back. We have a new Chairman. [Laughter.] 

Mr. Bachus [presiding]. Yeah well, he’s not new, but he’s 
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Mr. Cohen. He’s not new. He’s 20 years 

Mr. Bachus. That’s right. 

Mr. Cohen [continuing]. Great service 

Mr. Bachus. Thank you. 

Mr. Cohen [continuing]. To the country. I yield back the balance 
of my time. 

Mr. Bachus. Thank you. 

First of all, I’d like to also say, Mr. Conyers you’re a man of — 
a very wonderful person as an individual. 

Mr. Conyers. Thank you. 

Mr. Bachus. And I have really enjoyed by 21 years association 
with you and your connection with Alabama. 

Mr. Conyers. Yes. 

Mr. Bachus. And we appreciate that. 

Mr. Conyers. Yes. Rosa Parks. 

Mr. Bachus. With Rosa Parks — came to work for Mr. Conyers 
when she moved to Detroit. 

Mr. Conyers. Yeah. 

Mr. Bachus. Thank you. 

Mr. Conyers. Until she retired. 

Mr. Bachus. Now, I’m just reviewing this. The enhanced plead- 
ing standards appears to be somewhat noncontroversial. The fee 
shifting to discourage frivolous lawsuits seems to be a lot of sup- 
port for that. The transparency — the discovery limitation, at least 
initially, seems to be the — we’re not getting a lot of feed — 
pushback on that. The covered business method patent program 
is — seems to be controversial. 

I noticed, in fact in my case, Microsoft/IBM business software al- 
liance strongly opposed expanding the program. We got Google, Na- 
tional Retail Federation, Food Marketing Institute, Internet Asso- 
ciation there for it. I would think Yahoo! would be for or against 
it. I’m not sure. 

Mr. Kramer? 

Mr. Kramer. The covered business method program? 

Mr. Bachus. Yeah, the expansion of it 

Mr. Kramer. Yeah. 

Mr. Bachus [continuing]. To include its first issue patent. 

Mr. Kramer. Yeah. Thank you for the question, Mr. Chairman. 

Certainly we are in favor of trying to find low-cost alternatives 
to litigation, particularly in situations where we feel like the patent 
quality is very low, right. We feel like, in that situation, we should 
have the ability to go back to the Patent Office on any ground and 
address that question with the Patent Office, rather than spending 
millions of dollars in the litigation. 

Mr. Bachus. Right. 

Mr. Kramer. Now, I understanding that there’s debate on both 
sides of the issue, with respect to the scope and the length of this 
program. And we’re certainly happy to work with the Committee 
on that point. 

Mr. Bachus. And I know Mr. Kappos, as he’s testified to sort of 
an alternative approach to what is in the legislation. 

Mr. Kappos. Well I — yeah, on balance relative to covered busi- 
ness methods, I would — the alternative, if I can call it this, is to 
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return to full funding for the USPTO because it’s doing a lot to 
bring to life those procedures. 

Mr. Bachus. Right. 

Mr. Kappos. And, if the agency is funded it’ll do more. 

Mr. Bachus. In fact, there are other requirements in this bill 
which would — you would have to spend additional money on devel- 
oping software, so 

Mr. Kappos. Yeah. Exactly right. 

Mr. Bachus. Mr. Gupta, what is your position on expanding the 
covered business method? Yeah, on financial services, I think it’s 
critically important that we do it in that field in some way. But, 
do you have any comment on covered business method program — 
on how we should approach that? 

Mr. Gupta. Mr. Chairman, we have — at EMC we have generally 
focused on the procedures and the processes that have been set 
forth to deal with abusive litigation practices. 

Mr. Bachus. Which are the transparency, the enhanced pleading 
standards 

Mr. Gupta. You know, fee shifting 

Mr. Bachus [continuing]. Discovery 

Mr. Gupta [continuing]. Specificity in pleadings and the like. 
And that’s where we think the bill can really do a lot to 

Mr. Bachus. So, it’s not a 

Mr. Gupta [continuing]. Address those issues. 

Mr. Bachus. It’s not 

Mr. Gupta. It’s not a particularly relevant topic for us 

Mr. Bachus. All right. 

Mr. Gupta [continuing]. At this time. 

Mr. Bachus. How about the stay for customer suits? That also — 
we’re hearing two different sides of that. Is that — would those be 
the covered business method patent programs — the expansion of 
that and the stay for customer suits? Are those the two main 
points of conflict? 

Mr. Kappos. Mr. Chairman, I would just say that I — in my view, 
the stay for customer suits is not, at its highest level, particularly 
controversial. It’s clearly good policy to let innocent retailers and 
so-called mom-and-pops and end users stay litigation. The issue is 
crafting the provision so they’re not over broad. 

Mr. Bachus. Right. Okay. 

And whether or not the — whether it’s mandatory or discretionary 
on part of the manufacturer? 

Mr. Kappos. Well, there clearly has to be thought given to an ap- 
propriate amount of discretion for — including for a court so that, 
for instance, manufacturers who can avoid judgments or are not 
reachable under U.S. jurisdiction can be accounted for. 

Mr. Bachus. Would — could you give us recommendations on 
the — any of you on the panel, just give us some written rec- 
ommendations on how to fashion that stay for customer suits or 
look at the legislation? Would that be possible? 

Mr. Kramer. Certainly happy to work with the Committee on 
that. My personal view is that the language in the statute that — 
the bill, sorry — that requires agreement between the — both the cus- 
tomer and the plaintiff that’s a great start. 



119 


Mr. Bachus. All right. Yeah, and then it is — in that regard, it 
is somewhat discretionary. 

Mr. Kramer. Correct. 

Mr. Bachus. Okay. 

Mr. Kramer. Correct. 

Mr. Bachus. Mr. Armitage? And I’m exceeding by 1 second my 
time 

Mr. Armitage. I just had two brief comments. While I think ev- 
erything in the litigation part of this bill is actually — needs to be 
done. The real question is how. 

There are two issues that I’d point out. One is time to commence- 
ment of discovery to the Markman process, the claim construction 
process. Does that work in all cases? And, if not, does — is more 
flexibility needed? And then, the rules and procedures judicial con- 
ference will be mandated to put in effect. Are those, in fact, rules 
and procedures to specific in the sense that they don’t cover situa- 
tions beyond practicing — ^beyond some of the concerns that the wit- 
nesses have given here? 

Mr. Bachus. Okay, thank you. 

I do. Thank you very much. I appreciate you all’s testimony. 

And at this time, Mr. Johnson is — the gentleman from Georgia 
is recognized for 5 minutes. 

Mr. Johnson. Thank you, Mr. Chairman. 

Through executive actions. President Obama has already worked 
with the Patent Office to improve the quality of patents by tight- 
ening functional claiming. Patent quality is at the heart of this 
issue. And, if we make strides today to eliminate low-quality pat- 
ents, we’ll make great leaps and bounds in improving patent litiga- 
tion for all parties over time. The President has already made real 
party in interest the new default for patent applications and has 
worked to educate and protect consumers and other downstream 
users who are targeted by the patent trolling phenomenon. 

Now, there’s no doubt that there is abusive behavior occurring in 
patent litigation and it’s causing harm to large and small busi- 
nesses alike. And so, I think you are all happy with the fact that 
the U.S. Supreme Court has accepted cert on the Octane Fitness 
case and will be deciding the issue of 285 — Section 285. 

When is it or what is the definition of what — how do construe 
this exceptional standard that is put forth under 285? And so, now 
that case will be decided by the court, which is going to be looking 
at the legislative history, which includes input from the APA, both 
sides, plaintiffs and defense. It’ll be looking at various cases that 
have developed over the time of patent litigation. And certainly has 
to be well suited to be able to construe this issue of exceptional 
cases. 

Is there anyone who disagrees with that? 

Yes, sir. 

Mr. Armitage. If the issue is should this Committee wait until 
the Supreme Court renders this decision, I would urge the Com- 
mittee not to do that. I think that what the Supreme Court is doing 
is try to define precisely where the goalpost is placed today. And 
what the provisions in the bill do would actually move that goal- 
post for good policy reasons. So, I think, to some degree, the Su- 
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preme Court, I hate to say, is wasting its time. But, certainly 
would be if Congress were to effectively move the goalpost. 

Mr. Johnson. Anyone disagree with that? 

Mr. Kramer. Congressman, thank you for the questions. 

So, again, I think that — I’m not going to pretend to guess where 
the Supreme Court is going to come out on the — that case. But that 
cases is limited to its facts for that party. And I think the clarifica- 
tion that is in the Innovation Act goes farther and is a better provi- 
sion for everyone in the patent litigation system. 

Mr. Johnson. So you’re both saying that you think the legisla- 
ture is in a better position to deal with when a case is so excep- 
tional that it requires or that it merits an award of fees and costs. 

My problem is the small investor and — or, excuse me, the small 
inventor without access to the cash to commercialize the product 
that he — this invention would fit within or that it would constitute. 
And, if there’s an infringement on a patent that is owned by an in- 
dividual without the cash or the resources to assert that patent, 
then it drives down innovation. 

And so. I’m afraid that the legislative approach to tightening — 
further tightening of the ability of plaintiffs, be they patent — ^be 
they non-practicing entities or patent assertion entities, for them to 
be able to, on behalf of that small inventor, protect what that in- 
ventor has invented. So, I don’t want us to go too far, in terms of 
closing the courthouse doors to those types of good-faith 

Mr. Bachus. Thank you. 

Mr. Johnson. Good-faith litigants. And we can’t just throw a 
broad brush on all patent litigation and say that it — the majority 
of it is abusive, when in fact the GAO has found that is not the 
case. 

Mr. Bachus. Thank you. 

Mr. Johnson. Thank you. 

Mr. Bachus. Of course what it does, it just establishes the stand- 
ard that’s used in the Equal Access to Justice Act. So there is — 
we have case law going back to 1980, which is well established and 
it has not really eliminated the legitimate lawsuits in that regard. 
So, I think we’ve got a long history of — this is not a new standard, 
it’s just a — ^you’re changing the standard to fit something that 
works very well. 

At this time, Mr. Marino is recognized for 5 minutes. 

Mr. Marino. Thank you. Chairman. 

First of all, I would like to enter five demand letters. I ask for 
unanimous consent that these documents be entered into the 
record? 

Mr. Bachus. Without objection. 

[The information referred to follows:] 
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IsaMai, LLC 

1220 N. Merkel Slrcel, Suite 806 
Wilmington DE L9801 
855'fi63-127S 

licensinfitgkloiiipatentlicoTismg.cojn 
June 16, 20)3 


DEI Communities 
10703 J St Stel03 


Omalia, NE 68127-1023 


Re: IsaMai Patent Licensing Program - File No. 1 022076 


We are writing legarding certain U.S. patents listed below, which are owned by MPPIl 
Technology investinents, LLC. We are the exclusive licensing agent ibr MPOJ with respect to 
your coTnpaay. We have identified ymtv company as one that appears fo be using the patented 
technology, atid we are contacting you to initiate discussions regarding your need for a license. 

In this letter, wc explain what the patents cover, liow you likely have an infringing system, 
explain why a license is needed* and proviile you the general terms for such a license. We also 
answer some liequently asked questions, as welt as explain how you can determine whether you 
do have an infringing system that requires a llcen.se. 

We should note that wc have written you with the understanding that you are the proper 
person to contact on behalf of DEI Communities. If you are not the proper person lo handle tills 
matter on behalf of the company, please provide this letter to the proper person, and notily us so 
that we may update our records and contact them directly in the future, 

To turn to the matter «t hand, the MPHJ patents for which we are the liccnsii^ agent are 
listed below. The list includes botli issued U.S. patents, a.s well as a patent application which is 
expected to issue in the fbiure as an additional U.S. patent. 

1 . U.S, Pat. No. 7,986,426 C'Distrilnited Computer Arcbitecliire And Process For Document 
Management*’); 

2. U.S. Pat. No. 7,477,410 (“Distributed Computer Architecture And Process For Virtual 
Copying”); 

3 . U.S. Pat. No. 6,771 38] (“Distributed Computer Architecture And Process For Virtual 
Copying”); 

4. U,S. Pat. No, 6,l85,590(“Proce.s.s And Architecture For Use On Stand-Alone Machine 
And In Distributed Computer Architecture For Client Server And/Or Intranet And/Or 
Internet Operating Environments’*); anil 
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5. 1 3/1 82j857 filed July 14, 201 1 (“Distributed Computer Architecture And Process For 
Document Management”). 

You can find and review each of the issued patents listed above at www.google.coni/paients. 

The listed patents generally relate to the same technology field, and cover what at the 
Time was a groundbreaking distributed computer architecture and pi-ocess for digital document 
management. An illustrative enibodiment of the aichilecture of the patents is provided in Figure 
28, which is reproduced here for your reference. 
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Fig, 28 


To assist you in confirming that you need a license, we provide you an example of an 
infringing system (of at least certain claims of the patents) below in the form of a brief checlcUst 
that you can use to determine if your system is one for which you should contact us about a 
license. If you can answer "YES” to each question under the scenario below, then you should 
contact us. 


Vos No 
□ □ 

□ D 

□ □ 


Internetworking of Scauner/iMFP and Email 

1 . Docs your company use document scaiuiing equipment that is network 
addressable (/.e., it has an IP address and can communicate on your network); 

2. Docs your company use Microsoft Exchange/Outlook, I /Mr Domino/Notes 
or a comparable system for company email; 

3 . Are at least some of your eniployeea' email addresses loaded into the scanner, 
so that you can select to whom you wish to send a scanned document by 
email; or, alternatively, can you manually input an employee's email address 
into the scanner to whom you wish a scanned dooumont to be sent; and 


□ □ 4. Can you cause your scanner to Uansfonn yoia- paper document to a .pdf file, 

and have it automatically transiniUed to one or more of your employees by 
email. By automatically, we mean that pressing a "Start " or "Go" button 
instigates both the copying of the document and the automatic transmission of 
the document to its intended destination (such as a Mici osoft Outlook email 
inbox) 


2 


ICiZUTB 
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As you may know* a patent's scope is defined by its claims, and you will see tliat each of 
the above listetl patents has diftcrent claims. The requirements of Uiese claims define 
infringement. The more genera! example provided above is for your convenience and should not 
be considered an exact subslilute for the more delailed claims. In this regard, you may find it 
’useflil to consider claims 1 -5 of tlie '426 Patent. Reviewing those you can see that the patent 
claims we directed to a system having a digital copicr/scaiiner/multifunction device with an 
interface to office equipment (or to the web) and related software, for scanning or cojjyingimd 
transmitting images electronically to one or more destinations such as email, applications or 
otlier local files. Coverage of tliistypcofsysfe]n,aud of the more generally worded example in 
tile previous paragraph, is further reflected m claims 1 , 8 and 1 5 of the 1 0 Patent, claims 1 2 and 
15 of the '381 Patent, and claitns 9 and 16 of tire '590 Patent. 


Our research, which iiicludes review of several marketplace trends oud sui-veys, iucludhig 
various IDC reports, infotrcnds reports and maikct share analyses, as well as a survey of an IT 
service comi3any about the internal network environments of its clients, has led us to the 
concision that a substantial majority of companies like yoius utilize systems that are set up to 
pi-aotice the scenario above, or other similar .scenarios covered by the claima. Indeed, such 
practices are now standwd in many industries, 


If you believe you are in the unusual position of having a system that does not practice the 
scenario outlined above, or otherwise avoids the requirements of the patent clqinis, please contact 
us so we may discuss simple means for confirming that Upon appropriate confitinalion, we 
would agi-ec you have no need of a license and would not pursue the matter further unless 
circumstances changed in a way to warrant reopening a reasonable inquiry. 

In lire event you oi'e utilizing the patented technology, we would like to discuss a 
reasonable license fee for such use. A review of independent market research illustrates the 
substantial cost savings for businesses that utilize automated document management systems to 
reduce or eliminate physical documimt storage in their businesses. These document management 
systems reduce the physical storage space needed, streamline inter-office communications, allow 
businesses to limit control/access to sensitive documents, and improve employee productivity by 
automating woj’kflows. These savings generally have allowed us to detbrinuie that a thir price tor 
a license negotiated in good faith and without the need for court action is apayment of$l, 000.00 
per employee. Tlus payment would cover any liability for past infringemeni and provide a fully 
paid up license for the life of the patents. We trust that your organization will agree to conform 
your behavior to respect our patent rights by negotiming a license rather than continuing to 
practice the bcnefiis of our patented technology without a license. 

As part of our licensing progi'am, we Imve received certain eommon ii'K[im‘ies that 
frequently are asked. In anticipation that you might have some of those some questions, and with 
an interest in addressing those sooner than later, we wish to provide some additional information 
as well. 


One common question we have been asked is why we are not coutactiug the 
manufacturers of the scanning equipment or application software directly. The ansv/er is our 
patent rights do not claim any scanning equipment^ network flic systems, FTP or Sharepoint 
sile.s', or email systems ahiie. Instead, our iratent rights are addressed to end user enterprise 
systems which use network scanners or MFPs interoperably with other softwaic/systeins in order 
to practice the patented solution. As such, we would not, and do not, expect any rnanufactiuer of 
a particulnrpiece of equipment or softwaie to accept any responsibDity for the mfiihgcmciu 
created by the overall system, of which their product is only a part. Furtlier, we expect that if you 
review your own agreements with these manufacturers, you will find that likewise they do not 
owe you any duty lo indenmilV you ibr siluaiiotis where you combine a piece of equipment 
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or solrhvarc with other equipinent or software fo make a Jarger, more integrated (and 
useful) system. 

Another common question is whether (or why) you have been singled out to receive tliis 
letter, as you may believe there are otlier companies like you that have not been contacted. Our 
response to that is to assure you that wc have an ongoing vigorous licensing program that is 
being handled as promptly as possible, and that we fully expect to address the companies who are 
in need of a license. That said, yow infringement of the patent rights is not justified by the 
infringement by others, os we are sure you understand. 


Wc suggest that you consult with a patent attorney regarding tliis matter. Patents are 
exclusive properly rights granted by law, and there can be serious consequences for infringement. 
Infiiiigers who cunliime to infringe in the face of an objectively high risk of infringement of a 
valid patent can be req[tiiied to pay treble (triple) the actual damages, as well as the patent owner's 
litigauon costs, including all ottorne/s fees. 


Please let us hear from you within two weeks of the dace of lids letter, so that we may 
agi'ce with you upon an appropriate license arrangement if one is needed. You may answer by 
contacting UsS by mai I, phone, or email at Uic address provided at the stm t of tliis letter. We look 
forward lo heaving from you, 
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Faeney Daniels llp 

800 Soudi Ausliii Ave., Suite 200 
Georgetown, Texas 78626-5845 
512-582-2828 
512-582-2829 (fax) 

WWW faineydauiels.com 


August 1, 2012 


VIA CERTIFIED MAIL, RETURN RECEIPT REQUESTED 


Nanojiattoii, Inc. 

^01 S. B"" Siieet, Siiile 700 
Lincoln, NE 68508 


Re: Nanonatiou, luc. ’s infringetuent of U.S. Patent Nos. 6,215,411, 6,384, 736, and 

7,369,058, and recently allowed U.S. Patent Application No. 12/116,053 



We write regaiding tlie following patents, all entitled “Remote Coutml Electi’onic Display 
System’^ and collectively referred to lierein as tlie “Activision Patents”: 

o U.S. Patent No. 6,215,411 (the “Ml ] Patent”) 
o U.S. Patent No. 6,384,736 (the “’736 Patent”) 
o U.S. Patent No. 7,369,058 (the “’058 Patent”) 

o Recently allowed U.S. Patent ApplicAtion No. 12/116,053 (th.e “’053 Application”) 

Wo represent Activision TV, Inc. (“Activision”), the owner, by assignment, of the rights and title 
in and to the Activision Patents. 

The Activision Patents generally relate to various aspects of digital signage. For your 
infoimation and review, I specifically call to youi- attention tbe following representative claims: 
Claims3 and lOofthc ’411 Patent; Claims 12and38oflhe ’736 Patent; Claims 1, 15, and 22 of 
the ’058 Patent; and Claims 27, 33, and 38 of the ’053 Application. 

Activision lias learned that Nanonatiou, Inc. (“Nanonation”) develops, assembles, sells, iiwtalls, 
and manages remotely sourced display signs and systems that infringe one or more claims of 
each of the Activision Patents. Nauouation’s infiiugiug products include its digital signage and 
kiosks. 



August 1, 2012 
Page 2 


Aciivision has suffered dainages due to Nanonation’s j>ast infringeinenh and will suffer damages 
and iiTeparable harm in the future in the absence of injunctive relief to stop Nanonation’s 
infringing activities. Accordingly, please contact me as soon as possible to 

discuss an appropriate resolution of Nanonation’s past and ongoing infringement. Thank you in 
advance for your attention to this urgent matter. 


Very truly yours, 
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Holhcll, WA‘}K012 


Rc; 1Rlil:;iN.I-(KJl 

Trecliouse Avaiai Techniiliagies, Inc. 

Koijcc Regarding Patent No. 

nicar .Sir; 

We arc inteliccliiiil property counsel to Trechouse .Avatar Icclimrkigies, liie. 
{'Trediouse"). iVechoiise is the owner of L'.S. Patent ISO, S,1 Stt.RSfl (“She 'B58 Palcin") 
cinitlcsl "Mcthotl and Systems fot Presenting Dala Over a Network based oit Netwoik 
User Choices and Ci.)r)cctiiig. Real-time Data Related to Said Choices." \Ve have 
eticlosctl a copy oflhe 'B58 Patent and a claim chan iliu.slriitiiig llie general sipplicabslity 
iii tlie '858 Patent. 

Generally, claims I. 9 and 15 of the 'S5S Patciil relate to ]irc.scntiiig daiti over an 
information network baaed on choices made hy the users of the network and collccfiiig 
data related to the choices made by the user, fhe syslcnta and metiiods eneontpassed by 
the '858 Paten! may be used and perfonned by operators and (levclo]icrs of video, ''pc 
games played using tin iiileriiet cottneclion. inchtding MN'HfRPGs. 'lypkally, such 
games alkwv iiEcri to create eliaraclers (avatar.s) using chtiraetcr attributes (hair color, eye 
cnlsrr. skin color, attire, ts^eapons, etc.}, dbe game operator keep,s track of the popularity 
ot cadi aliribiite by tallying liosv tnaiiy limes it is sek'cieil, 'flic -same sucli systems and 
methods may also apply to games that permit users to crciiie ensloiti sceiierios. ^ 

We srritc to bring the '858 Patesu to yiror aticiiiinii hceause it is our iimferstanding 
that you develtjp, operate or sell g.ame(s) that ntuy use, or ttniy have an intcre.st in using, 
lise teciuiology covered by one orinorv: claims of tlie '858 Patent, including Sttirpires, In 
order to facilitate your tmdcrsianding of the technology covered by the '858 I'aicnt, 
wilhmtt liniiiing our clicnfa rights, we direct your attention to the enchm-d claim chail 
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Shiit shfrtvs ihe LippHcnbiJtly nl' liie 'K5K lo games such as ones j’our ctimpany 

olTcrs. 


As ymi may know, a llnilcil Siales paten! gcants its owner the rigJtl to exclude 
oihers fritm using prtiduels liuit fali widliil (he scope of llie claimed iiivenLion and cidleel 
daiiiages not less titan a I'rasonable roynliy. However, we lire willing to hold aniicahlo 
dlsciissinns and sv'ork wUh you (o iiegoLiiKc n license on tavorahle lernis. In Itic initdcr 
with your company. \vc are tiying lo avoid iniy tirhicocssiiry llligaiion hy providing you 
willt .sufl’icienl informadmi lo faeililate licensing diseiissioiis. 

if you lave ary qiie.sti(ms idiolK (he '85S i’aieni, (he technology covered by the 
'858 Piilent, and icniis for resolution, ple.ise do not licsiiiile Iti eonUici us. 


Very tfdly yours. 

[.iiRMliH. DAVID. IJT'niNilliItG. 
K!Up!HOI.Z^^''|s'lEN'’n,IK, 1,1.1' 



STHPlIliN 1', ko'l ll 


ST'R.jca 

l■!ncinsul■es(2) 
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DESMARAIS..,,- 

vvww.tiBsrnaraisllp.com 


230 ParkAwjnue 
Nhw York, NY 101 B9 



P.212-351-3'100 
F: 212-351-3401 


June 2j 20n 



San Diego, CA 94107 


Re: EasyWch hinovutiom, LLC Patent LicensUtg 


');^hic]^wn^evjmPyjS. patents 


We represent EasyWeb hmovationsj LLC (’'EasyWeb'');^vhich^o^|n^g 
relatin^^ncssage publishing technology. Wc understand 

BHHIii related products and services, is actively utilizing and benefiting from 
technology, features, and functionality covered by EasyWeb’s patents, includin g U.S, Patent 
Numbers 7,032,030, 7,596,606, 7,685,347. 7,689,658, and 7,698,372. ■■■therefore infringes 
these patents, directly and/or indirectly. Enclosed am courtesy copies of those jiatents. 


We would like Co arrange a meeting with representative^fB|H||||fc these 

pat«if^m^icensin^cmis. Plaise contact me by feleplione via email at 

■{^^^■■■■■^B 1 look foiward to .speaking with you. 



Enclosures 




130 


Case l:13-cv-00492-LY Document 1-3 Filed 06/12/13 Page 13 of 15 

Innovative Wireless Solutions, LLC 

5fi!j Republic Dnve, Suite 200 • Plano, Texas 75074 


April 10,2013 


VIA CERTIFIED MAIL 



Re: Infnngement of Innovative Wireless Solutions, LLC’sU.S. Patent Nos. 5,912,895, 

6,327,264 and 6,587,473 


Dear Sir or Madam; 

I am writing on behalf of Innovative Wireless Solutions, LlC (‘TWS”). IWS is the assignee of 
all right, title, and interest in U.S. Patent Nos. 5,912,895 (the ‘“895 Patent”), 6,327,264 (the *“264 
Patent”), 6,587,473 (the ‘“473 Patent”) (collectively “the IWS Patents”). The IWS Patents generally 
relate to a wireless access point (“WAP”) that connects to an Ethernet network. 


IWS has learned that (“y^tir company”) is iniiinging one or more claims 

of each of the iWS Pjitents by making, using, offering to sell, and selling the use of an IEEE 802.1 1 
wireless network (commonly refened to as a “WiFi network”) dial includes a wireless access point 
connected to an Ethernet network (collectively “wireless Internet access” and/or “the infringing services 
and products”). 


For example, your company is infringing at least claim 40 of the ‘473 Patent by perforniiiig each 
of the steps of that claim in at least the following manner: 


a) The WAP in your WiFi network provides communication between a CSMA/CD 
network (an F.lhernet network) and a bidirectional conununicalions path (an 802.1 1 
wimless network). 

b) The WAP includes an Ethernet interface that contains an Ethernet modem lliat 
receives information packets from an Ethernet network. 

c) The WAP transmits the information packets over the 802. 1 1 wireless path in a 
direction towards a mobile station. 

d) The WAP includes a controller that implements the medium aece.s.s control (“MAC”) 
protocol as defined in IEEE 802.1 1 . In accordance with the MAC protocol, the 
controller provides information that controls when wireless devices connected to the 
network are allowed to transmit, thereby causing the communications over the 
wireless network to occur in a half-duplex manner. 

e) The WAP receives information coixesponding to infoimation packets from the 802.1 1 
wireless path at the Ethernet modem and transmits those infonuation packets over the 
Ethernet network, 


Similarly, your company is infringing at least claim 5 of the ‘264 Patent by operating a WAP that 
includes all claimed elements in at least the following manner: 
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a) The WAP in your WiFi network allows wireless devices to conned to a network. 

b) The WAP includes an Ethernet interface for coupling to an Ethernet network, 

Etlicmct is a CSMA/CD technology. 

c) The WAP includes an 802. 1 1 interface for coupling to the 802. 1 1 wireless network 
which provides a wireless bidirectional communications path, 

d) The WAP includes a controller that implements the medium access control (“MAC”) 
protocol as defined in IEEE 802.1 1. In accordance with the MAC protocol, the 
controller provides inlbnnalion that controls when wireless devices connected to the 
network are allowed to transmit, thereby causing the communications over the 
wireless network to occur in a half-duplex manner. 

e) Tfie WAP includes a iiist bulTcr that holds frames received Irani the Ethernet netwoik 
via the Ethernet interface and then supplies those frames via the 802, 1 1 interface to 
the wireless network. 

Tlie WAP includes a second buffer that holds frames received fmm the wireless 
network via the 802, 1 1 interface and then supplies tliose frames via tlie Etlieinet 
interface to the Ethernet network, 

Furthermore, your company is infringing at least claim 48 of tlie "895 Patent by makitig a 
wiiclcss network that includes all claimed elements in at least the following manner: 

a) The WAP in your WiFi network provides communication with a CSMA/CD network 
(an Ethernet netw'ork) via a bidirectional communications path (an 802.1 1 wireless 
path). 

b) The WAP is located at a first end of the 802.1 1 wireless path and includes an Ellremet 
interface to an Ethernet network. Ethernet is a CSMA/'CD technology. The WAP 
incudes a buffer lor buli'eriiig information packets received from the Etheniel 
network via the Ethernet interface for supply to the 802,1 1 wireless path. The WAP 
also includes a buffer for buffering information packets received from the 802. 1 1 
wireless path for supply to the Ethernet ncEvork via the Ethernet interface. The WAP 
also includes a controller that implements the medium access control (“MAC”) 
protocol as defined in IEEE 802.11. 

c) A wireless station is connected at a second end of the 802.1 1 wireless path. The 
wirel&ss station includes a buffer for buffering infbnnation packets received fiTmi the 
802. 1 1 wireless path, a buffer for buffering information packets to be supplied to the 
802.1 1 wireless path, and a MAC controller. 

d) The MAC controller in the WAP and the IvIAC controller in the wireless station are 
ananged to exchange control information ovei the 802.1 1 wireless path so as to allow 
information packets to be communicated bi-directionally over the 802. 1 1 wireless 
path between the buffem of the WA? and the wireless station in a half-duplex manner. 

In addition to directly infringing the IWS Patents, your company is also inducii^ others to 
infringe the IWS Patents by offering wireless Internet access, advcrtisii^ that wireless Internet access, 
and encouraging otliers to use tliat wireless Internet access. These other entities include your company’s 
guests, customers, and end users, whose connection of their wireless devices to your network and use of 
the wireless Internet access constitutes dkect infringement of the IWS Patents. 
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Additionally, your company’s provision of wireless Internet access to these guests, customers, 
and end users contributes to infringement of the IWS Patents by those entities because your wireless 
network constitutes a material part of the invention, was especially made or especially adapted for use in 
an infringement of the IWS Patents, and has no substantial non-infringing uses. In particular, your 
wireless netw’ork constitutes a material part of the claimed invention at least because it contains the 
components that interface your wireless network to an Ethernet network and provide control information 
to the wireless devices as claimed in the IWS Patents. Your wireless network was made or especially 
adapted for use in an ititringeincnt of the IWS Patents and has no substantial non-infringing uses at least 
because it contains components whose only purpose is to interface your wireless network to an Ethernet 
network and to provide control information to the wireless devices as claimed in the IWS Patents. 


As a result of your company’s infringement of the IWS Patents, IWS has suffered damages and 
will continue to suffer damages in the future. Accordingly, please contact I WS’s attorn ey,||||||||||||| 
as soon as possible to discuss an appropriate resolution of your company’s past and ongoing 
infrit^ement of the IWS Patents. ||||||||||||^^ I'eachcd as follows: 


Farney Daniels PC 

800 S. Austin Ave, Suite 200 

Georgetown, 'I'exas 78626 



Thank you in advance for your attention to this important matter. 

Very truly yours, 


'ireless Solutions, LIX 



Paul Heath 
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Mr. Marino. And I will say what they are. The first letter is 
from Isa Mai — I do not know if I’m pronouncing this right, so I’ll 
spell it: I-s-a M-a-I — dated June 16, 2013 from — doing business out 
of Delaware. The next one is Farney — F-a-r-n-e-y — Daniels LLP, 
dated August 1, 2012 out of Texas. The third demand letter is 
Lerner, David, Littenberg, Krumholz & Mentlik, dated July 1, 
2013, and I believe they’re out of New Jersey. The next letter is 
Desmarais — D-e-s-m-a-r-a-i-s — LLP, it’s dated June 2, 2011 and 
they’re from New York. And the last is Innovation Wireless Solu- 
tions LLC from Texas, dated April 10, 2013. 

These letters are typical letters, they fail to state a claim by the 
plaintiff. The features of the alleged abuse by defendants are ab- 
sent and we don’t know who is suing. 

Mr. Bachus. Thank you and those are made a part of the record. 

Mr. Marino. Even one of the letters has a little diagram. And 
the diagram says, “if your main computer is dealing with a fax ma- 
chine, sending information to a fax, to another computer, or to a 
printer, there’s a violation.” Well, apparently I have some problems 
in my house because my children’s computers and mine and my 
wife’s are all linked together. We go to the fax machine, we go to 
the printer, we go to the Internet, and we send each other air- 
mails — emails. 

So, this is how ridiculous these letters are, particularly to small 
businesses in my district who are just scared to death when get 
something like this, because they do not know what’s going on. So, 
this legislation is clearly, clearly needed. 

Mr. Kappos, could you please — I may have misunderstood, and I 
know a couple of my colleagues have stated that there’s not an 
abuse, the — was it the GAO or one of the offices said cases haven’t 
increased, it doesn’t appear to be an abuse of litigation. But you’re 
certainly saying that that is the standard because there’s no in- 
crease or because there doesn’t appear to be a great deal of abuse 
in the legal system, that we should not look at penalizing, some- 
how, the plaintiffs in these cases for sending demand letters among 
other things just like this. So 

Mr. Kappos. Well, there clearly is a problem with abusive litiga- 
tion. Your examples 

Mr. Marino. But, we’re not basing it on the number of cases — 
you’re not basing it on the number of cases or the increased litiga- 
tion in the courts, are you? 

Mr. Kappos. I’m basing that view on — not on the number of 
cases 

Mr. Marino. Okay. 

Mr. Kappos [continuing]. But on the exemplars of abuse, like the 
ones that you’re talking about. 

Mr. Marino. Sure, and thank you. 

I do agree with you. I think the — we need to fund the USPTO. 
It’s in drastic need of funding. And I think three areas will really 
make a difference in this: Funding PTO, because enough people to 
look at the patents coming in can tell whether they’re, you know, 
they’re legitimate and they’re following the rules that are pre- 
scribed. Number two is making sure the courts get serious about 
fees and sanctions. And, as a prosecutor for 18 years, I give a great 
deal of — I was a U.S. attorney in the middle district, the judges 
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were excellent there. But, I hope that courts are really going to 
take a serious look at this, as far as awarding fees and applying 
sanctions. 

And I would like to ask anyone who wants to respond to this: 
this is a — based on what Mr. Gupta stated, if that plaintiff knew 
about that license, is there anyone on the panel that says that this 
is not a fraud against the court by omitting that information? And 
why should criminal charges not be filed against somebody for 
doing this? 

No response, so I’m guessing you agree with me on this. 

Mr. Kramer, I see you want to make a statement here? 

Mr. Kramer. Thank you. Congressman. 

Certainly that is egregious b^ehavior. Courts typically have al- 
ready the ability to sanction that type of behavior. And I agree, in 
that situation, they should use that power. 

Mr. Marino. And I find the courts, both from when I worked in 
the State court and the Federal court, the courts are very reluctant 
to reward fees and to enforce penalties and sanctions. I’m hoping 
that we get the courts’ attention. I really don’t want to get into a 
position where Congress, to a great deal, is telling the court what 
to do in discretionary matters. But, if your plaintiff knew and that 
could be shown, I think it is fraud on the court and I think, not 
only should there be severe fees and sanctions, but I think there 
should be criminal charges filed as well. 

Mr. Gupta? 

Mr. Gupta. And, if I might add to that. I agree with you. Con- 
gressman. And if, as Chief Judge Rader wrote in the Op-Ed piece 
he authored in the New York Times, he acknowledged that there 
is a problem where District Courts are not awarding fees, you 
know, and shifting costs in this regard. And I think there’s also an 
acknowledgement that the Federal circuit feels that the judges 
don’t act uniformly or the courts don’t in doing so. 

Mr. Marino. If I were a U.S. attorney. I’d be all over this like 
white on snow. 

Mr. Armitage. One of the difficulties with most patent litigation 
is the subject matter is complicated, the patent law is complicated. 
There’s a certain fog of patent litigation that engulfs the courts and 
it’s to the advantage of someone to have vague pleadings and broad 
discovery requests et cetera that, even if they’re meritless, it’s, in 
the fog, it’s hard to see the lack of merit sometimes on the part of 
the court. And that to me is why these maybe special remedies are 
needed for this special kind of litigation. 

Mr. Marino. And I’m going to yield back with this closing. It’s 
not my idea by my colleagues. So, I notice that the three tech guys 
are reading from paper and the pharmaceutical guy is reading from 
the pad. [Laughter.] 

Mr. Backus. Thank you, Mr. Marino. 

And actually he did not exceed his time because he had a unani- 
mous consent request, which doesn’t count on his time. 

The gentlelady from California, Ms. Chu, is recognized for 5 min- 
utes. 

Ms. Chu. Thank you, Mr. Chairman. 

I’d like to ask Mr. Gupta a question about end users. I’m very 
concerned about the effect of frivolous suits that are filed against 
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the end users of products. These customers of everyday tech- 
nologies are oftentimes the victims of demand letters and patent 
infringement lawsuits. 

And I know, from example in my local area in southern Cali- 
fornia, about this because the local credit unions were the subject 
of a lawsuit from the patent assertion entities just because they 
had features on their websites that had to do with online banking 
features. And, you know, some of them are very, very small credit 
unions, but they were sued as a group. And ultimately they had 
to make a decision between reducing staff or proceeding with a 
lawsuit. Finally, they just gave up and they settled with the patent 
trolls. 

I just think this is outrageous. And I think that we need to find 
some way of relieving our end users. So, that’s why I’m so pleased 
to see that Chairman Goodlatte included a provision that would 
allow customer suits to be stayed, while a manufacturer intervenes 
on their behalf. Because a manufacturer has the ability to defend 
a patent infringement lawsuit given that it has prior art and 
knowledge of how the technology truly works. 

So, Mr. Gupta, I know your company has a great deal of experi- 
ence in dealing with these cases. Can you tell us more about the 
nature of these lawsuits and walk us how your legal team makes 
the decision to intervene in an end user suit? What factors do you 
consider? And do you ask that the end user consent to being bound 
by the outcome of the case? 

Mr. Gupta. Thanks for that question. Congresswoman. 

We find ourselves as being the covered manufacturer at times. 
And we also find ourselves as being the covered customer at times. 
So, there are instances where we buy a chip or a component that 
then get — you know, is used to develop a computer system. And the 
infringement accusations are really directed to the chip, but we’re 
the ones that are sued. 

In those instances we look to the chip manufacturer to intervene 
and defend the litigation. And we believe that that’s a more pro- 
ductive way to go about it. And there are times that, when we are 
suppliers of technology in times our customers get notices, in addi- 
tion to the fact that we have been sued and we have to, at that 
point in time, intervene and attempt to resolve the case. 

The — what’s incentivizing this sort of behavior is that PAEs have 
figured out that, if you go further and further downstream, you are 
potentially able to target a customer or a party that is least able 
to defend the action and probably has a larger revenue base, rel- 
ative — ^you know, relative to the component or the product that’s 
accused. 

I give the example often of a patentee that might have a patent 
on a wiper blade. Why would you sue the wiper blade manufac- 
turer for a ten-dollar part, when you can sue an automaker for 
shipping a car that sells for $30,000 with the wiper? And why stop 
there? Why not go after an auto rental agency and attempt to col- 
lect a certain portion of their rental fees because they rent out cars 
that have wipers? 

Now, in those circumstances, it makes utmost sense — and this 
bill provides a mechanism for it, where the auto rental company or 
the auto manufacturer would agree to a stay with the manufac- 
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turer of the wiper blade and let the wiper blade manufacturer take 
it up with the patentee. 

There might be instances where, if indeed it is the auto rental 
company that says, I need a custom part designed for my wipers 
and they customize the wiper or they take it to put a special coat- 
ing on it, they trim it in a different way that’s unique to their use 
and the patent goes to that unique aspect, then the suit may be 
rightfully brought against that party that made those modifications 
that brought it to — within the claims of the patent. But, by and 
large, the abusive behavior tends to be where there are discrete 
parts where the end users is really not in any way, shape or form 
modifying the part that’s accused of infringement. But they’re the 
ones that are sued. 

Ms. Chu. Thank you for that. 

And, I’d like to enter into the record now a letter that was sent 
to the Committee on Monday, in support of expanding the covered 
business method program. It was signed not only by high-tech 
groups, but other industries that are badly in need of relief, such 
as grocers, chain restaurants and retailers. The money was taken — 
that was taken from them impacts thousands of constituents. So, 
I ask to enter this letter into the record, Mr. Chair. 

Mr. Bachus. Without objection. 

[The information referred to follows:] 
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October 28, 2013 

The Honorable Patrick J. Leahy 
Chairman, Committee on the Judiciary 
United States Senate 
224 Dirksen Senate Office Building 
Washington, DC 20510 

The Honorable Bob Goodiatte 
Chairman, Committee on the Judiciary 
U.S. House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20515 

The Honorable Chuck Grassley 

Ranking Member, Committee on the Judiciary 

United States Senate 

224 Dirksen Senate Office Building 

Washington, DC 20510 

The Honorable John Conyers, Jr. 

Ranking Member, Committee on the Judiciary 
U.S. House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20515 

Dear Messrs. Chairmen and Ranking Members: 

The patent system plays an important role in promoting innovation in the United States. 
Increasingly, however, patent assertion entities (PAEs), commonly called patent trolls, 
are exploiting the patent system for financial gain to the detriment of innovation. PAEs 
do not make or sell products, nor do they develop new technologies — their business 
model is based purely on patent litigation and patent licensing. They impose huge costs 
on American businesses (at least $29 biiiion_|n 201 1 that drain funds from job 

creation. The undersigned organizations represent tens of thousands of businesses 
employing tens of millions of Americans, as well as public utilities and public interest 
groups. We call on Congress to provide relief from patent abuse by creating an efficient, 
inexpensive alternative to litigation for fighting the invalid business method patents 
commonly asserted by PAEs. 
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The PAE problem is growing rapidly. Nearly 7,000 busines^^^^ were sued by PAEs in 
2011-2012, a fourfold increase since 2006. in fact, the number of companies being sued 
with business method patents h as increased 2 B% a year on average since 2 004. Many 
more were threatened. These suits frequently involve low-quality patents that cover 
standard features of e-commerce, like online shopping carts, store locators on websites, 
and shipment notification emails sent to customers. Non-tech companies are frequent 
targets of these patents, usually for products that they purchased. 51 % of the PAE suits 
faced by retailers, for example, are over business method patents. 

Most companies have little recourse but to settle with PAEs, even when threatened with 
invalid business method patents. The average cost of patent litigation is $6 million. For 
a small or medium business, defending a patent lawsuit typically costs $1,75jTijll[on. 
Because proving a PAE’s patent invalid through litigation can take years and cost 
millions, a targeted company faces a no-win situation: it can pay lawyers, the PAE, or 
both. 

To avoid settling with PAEs who use invalid patents, companies need an effective 
alternative for challenging validity outside of the courtroom. One such alternative, 
created in 201 1 , is the Covered Business Method (CBM) review program at the U.S. 
Patent & Trademark Office. CBM review gives threatened companies a substantially 
less expensive way to challenge low quality patents. Once invalidated at the PTO, a 
patent is removed from the system; it cannot be used to target other businesses. 
Importantly, small businesses are also able to pool their resources in order to pay to 
have a PAE’s patent reviewed. 

Currently, however. CBM review is limited to “financial services” patents. This limitation 
means that most of the patents used by PAEs are not eligible for CBM review. Other 
programs for challenging patent validity at the PTO do not allow the PTO to consider 
whether the patent is abstract, vague, or too broad, common problems with the 
business method patents asserted by PAEs. 

This is why we were pleased to see growing momentum in Congress for expanding 
CBM review. The White Flouse also argued for an expanded CBM program in its 
package of legislative recommendations announced this June. Last week, the U.S. 
Patent & Trademark expressed its support as well. We strongly urge you to support a 
package of reforms that would expand CBM review in order to address the low-quality 
patents that are fueling the PAE litigation explosion and harming American companies. 


We appreciate your support of this important initiative. 
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Sincerely, 

Airlines for America 

American Association of Advertising Agencies 
New York, NY 

American Gaming Association 
American Hotel and Lodging Association 
American Public Power Association 
Application Developers Alliance 
CoCo 

Minneapolis, MN 

Computer & Communications Industry Association 

Direct Marketing Association 

Electronic Frontier Foundation 
San Francisco, CA 

Engine Advocacy 

Food Marketing Institute 

Galvanize 
Denver, CO 

International Franchise Association 

The Internet Association 

Internet Infrastructure Coalition 

Mobile Marketing Association 
New York, NY 

National Association of Realtors 
National Council of Chain Restaurants 
National Grocers Association 
National Retail Federation 
Printing Industries of America 
Public Knowledge 
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Public Patent Foundation 
New York, NY 

Startup Weekend 
Seattle, WA 

The eMob 
New York, NY 
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Ms. Chu. Mr. Kramer, if I may ask about these covered business 
methods. You’ve fought back against these suits for many years 
now. Can you tell us about any past cases in which an expanded 
CBM program would have been helpful? 

Mr. Kr^er. Thank you for that question, Congresswoman. 

Unfortunately, off the top of my head, I don’t have a great fact 
situation to share with you. But, I can say that there — we have 
been participants in a pending CBM, at this point in time. So, you 
know, we think it’s a useful proceeding. It is helpful to have low- 
cost alternatives to litigation. And, because of that, you know, we 
certainly support that program. 

Ms. Chu. Thank you. 

I yield back. 

Mr. Bachus. Thank you. 

Just to clarify, you know, the business methods already are re- 
viewed, we’re including patents. Is that your - all of your under- 
standing? You know, in the covered business method, it includes 
patents. We already include the business methods, in the original 
bill that mister — that we passed, shouldn’t it? 

Mr. Kappos. I’m not sure I understand the question. Could you 
restate it? 

Mr. Bachus. We keep talking about a — there’s a difference in 
business methods and patents. And we already have statutory lan- 
guage that’s already covering business methods. So, what we’re 
talking about here is patents, is that correct? 

Mr. Armitage. In the America Invents Act, there was a special 
Section 

Mr. Bachus. For financial services. 

Mr. Armitage. Right. That covered 

Mr. Bachus. Yeah. 

Mr. Armitage [continuing]. Business method patents. It’s the 
Patent Office, in fact, has given that term quite a broad interpreta- 
tion. As, I think, as broad as the statute would allow. And it goes 
on for a period of 8 years. So, if this Committee did nothing on that 
issue, that procedure would continue in place for years to come. 

Mr. Bachus. Sure. Okay. 

Mr. Farenthold? 

Mr. Farenthold. Thank you very much. And I’m really glad 
we’re having this hearing today, as patent reform is an important 
issues. I’m a tech guy, so I enjoy it. 

But you know there’s a problem when you’ve got — ^you know, I 
can’t get Wi-Fi at my local Whataburger and the prices in my gro- 
cery store are coming up because they’re getting tagged by frivolous 
lawsuits. 

So, I kind of wanted to touch on some of the stuff that the 
gentlelady from California talked about because I’m specifically in- 
terested in end users as well. And, Mr. Gupta, you said that you 
don’t settle unmeritorious suits because it would be tantamount to 
giving in to extortion. And I understand, as a player in the intellec- 
tual property game, that — I applaud that. But, you know, 
Whataburger for instance, which, you know, Texas-based burger 
company — better than In-N-Out Burgers. [Laughter.] 

But, they make hamburgers. They don’t play in the intellectual 
property game. And they don’t have the expertise in it. They get 
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a demand letter — or, you know, you take it down even lower to a 
mom-and-pop business and you get these demand letters listing all 
the demands, all the claims, all the potential damage. And then 
hitting you three or four paragraphs on how you can’t — how to 
avoid a spoliation claim. And you’ve got to — ^you know, you got to 
replace all the hard drives to all you computers to preserve evi- 
dence. I mean, does this go far enough to protect end users in what 
we’re doing, do you think? 

Mr. Gupta. I think there are several provisions in the bill. And, 
what you touched on is really a collection of abusive practices that 
lead to that sort of messy outcome for those defendants. And I 
think there are several provisions in the bill that would address 
very specific aspects of abusive procedural uses that would ulti- 
mately curtail those sort of behavior. 

But, you know, in the example of the burger manufacturer, if in- 
deed it was something they felt they needed to take a stand on, 
like Martha Stewart did, if they knew that ultimately, if they did 
take it to trial and they prevailed, that there would be some ac- 
countability on the part of the plaintiff for having harassed these 
folks in the first place. That there would be some sort of remedy 
at the end of the day to shift the burden. 

Mr. Farenthold. So, Mr. Kappos, you — I mean, you talked 
about not wanting to reach down to the mom-and-pops. I think that 
was in answer to one of your questions. It seems like this stuff nat- 
urally rolls downhill. Once the patent trolls have finished shaking 
down the big businesses, then they move down to the — they’ve al- 
ready moved down to the Whataburgers. I’d call them a medium- 
sized business. You know, when do they move down to the, you 
know, the person who has the one retail store or the boutique? Or 
when do they move into my house and say, “Oh my. You got a Wi- 
Fi router in your house and you got a cell phone. That’ll be 50 
bucks licensing fee or were going to sue you for 10,000?" 

Mr. Kappos. Yeah, so I think there are — first of all, that is hap- 
pening already. And that’s why you’ve seen, in some States, some 
State action being taken. But there are a number of issues with 
this provision that I think, for the Whataburgers of the world in 
Texas, are going to make the provision probably not helpful in its 
current manifestation. 

The top one on my list is that there’s a requirement for the cov- 
ered end user or retailer, in this case, to agree to be bound by the 
judgment. But the problem with that is that parties are never in 
exactly the same position. They’re in different positions. They were 
put on notice at different times. 

Mr. Farenthold. So what would you propose to fix that? 

Mr. Kappos. There needs to be work done on the statute in order 
to ensure that parties 

Mr. Farenthold. But you could — would you say a provision to 
stay, then an option to be bound by it, and then, you know, a toll- 
ing of the statute of limitations during that time — would that be 
a workable solution? Or — I mean. I’m trying to figure out how to 
fix this so it solves those problems. 

Mr. Kappos. Yeah, I’m not sure if I understand that. But, cer- 
tainly, I think the issue is resolvable for — so that the statute bene- 
fits the retailers without being overextended. 
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Mr. Farenthold. All right. 

And does anybody else on the panel want to comment on ways 
we could improve that? And I’m specifically concerned about end 
user protection. Does anybody else want to anything? I don’t want 
to leave the opportunity. 

Go ahead. 

Mr. Kappos. I would say one other thing. There’s an issue also 
there with the commonality of interests that’s needed in order to 
trigger the provision. The way it’s worded right now, I think we’re 
going to see a lot of reordering of commercial relationships with 
parties, you know, like the EMCs of the world, when their cus- 
tomers are in asking for — to change indemnity provisions, that’s 
going to create one set of situations. Because customers are going 
to want to get indemnities to get under this new provision 

Mr. Farenthold. Right. 

Mr. Kappos [continuing]. And be able the stay litigation. And an 
EMC, when it’s in the position of being a customer, is going to 
want to change indemnity language. Now, I’m not sure Congress 
meant to reorder commercial relationships, so that needs to be 
taken into account too. 

Mr. Farenthold. All right. I see I’m out of time. And I think Mr. 
Kramer wants to answer, if the Chair will indulge me and let him 
answer. 

Mr. Bachus. Yes, you may answer. 

Mr. Kramer. Thank you, Mr. Chairman. 

Thank you for the question, Mr. Farenthold — Congressman. 

You know, I steadfastly believe that those who manufacture 
should stand behind their technology, right? I know we do. We ex- 
pect our partners to do that. And so, I think the provisions in the 
act regarding end user stays are a great start. And certainly happy 
to have my staff get in touch with your staff and work on appro- 
priate language to make sure everybody is satisfied. 

Mr. Farenthold. Thank you very much. 

Mr. Bachus. Mr. Deutch, are you next or Mr. Jeffries? 

Mr. Deutch? 

Mr. Deutch. I’m next. 

Mr. Bachus. Okay. 

Mr. Deutch. Thank you, Mr. Chairman. 

Mr. Chairman, as an early advocate for legislative fixes to the 
troll problem. I’m glad we’re having the opportunity to discuss this 
in detail today. And I — while I don’t agree with all of the provisions 
of the bill, I applaud Chairman Goodlatte’s attention to the issue 
and his willingness to dive into this with solutions to a genuine 
and growing problem. And I appreciate, in particular. Chairman 
Goodlatte’s willingness to work through disagreements. I’m hopeful 
that we can get to a place where we can all be supportive of a final 
piece of legislation. 

For a problem this complex there can’t ever be one solution 
alone. Any work that we do to combat the predatory environment 
that has allowed patent trolls to prey on both large and small com- 
panies has to focus, I think, on stopping bad behavior and estab- 
lishing incentives for responsible action rather than going after 
specific business models. Those business models will change if we 
don’t address the underlying behavior. 
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And we also have to take a comprehensive enough approach so 
that we don’t find ourselves back in the same situation a year 
down the line, with little actually solved in spite of bills that we 
may have passed. I think this necessitates a kitchen sink approach. 
Chairman’s bill certainly does this, bringing together several ap- 
proaches aimed at making the patent troll business less profitable. 
It gives us a lot to talk about today. 

And I’d just like to focus the remainder of my time on a compo- 
nent of the Chairman’s bill I strongly support, which is bringing 
greater transparency to the patent system. 

Mr. Kappos, you spoke — you mentioned real party in interest as 
one of the items that would be a constructive addition to current 
law. You also acknowledged earlier in the hearing that the real 
party in interest language that some have advocated for stronger 
language still. I count myself as among those who do. 

And, first though. I’ve been monitoring the PTO’s current exam- 
ination of what can be done to enhance real party in interest disclo- 
sure within their exiting authority. I’d welcome your comments on 
the work that they’ve done thus far and particularly where that 
might go, as former PTO director. 

Mr. Kappos. Well, thank you. Congressman. 

And, indeed, where I was going with my comment before was 
that the provisions of this bill mainly effect the real party in inter- 
est disclosure and litigation. What about in all those other con- 
texts, in front of the expert agency, where people really need to 
know who they’re dealing with. So, I applaud your focus on the 
USPTO’s efforts. I do not think the USPTO has enough statutory 
authority now. I would love to see them get more to be able to re- 
quire the necessary disclosures at all the touch points in the patent 
system, where parties are coming in and asking the agency to do 
work for them. 

Mr. Deutch. I appreciate that. I think it’s not just the touch 
points in the patent system. As you know, the Goodlatte bill adds 
new requirements at the initial complaint stage. And I certainly 
agree it’d be helpful over the current system. And I agree with you 
that identifying those specific points within the system are appro- 
priate. 

But, I worry that it leaves out earlier places in this chain where 
it would also be critically helpful. People who receive demand let- 
ters without a key piece of information that they need in order to 
decide whether to settle or whether to litigate or, frankly, some- 
times whether to just shut their doors. \^at additional trans- 
parency requirements might be helpful for the system, as a whole, 
as we try to approach it that way? 

Mr. I^ppos. That’s a good point. So, you’re talking demand let- 
ters, you’re talking the portion of the system that lies between the 
USPTO’s authority and the courts authority. 

Mr. Deutch. Right. 

Mr. Kappos. And a great example of why I think more discussion 
is needed, as we consider this bill, on this particular point. 

Mr. Deutch. Mr. Kramer, you — ^you’re testimony also highlighted 
the value to practicing companies for enhanced transparency. 
When I started on this Committee a few years back I assumed that 
patent ownership was fairly straightforward, it was easy to iden- 
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tify. I’ve learned, obviously, otherwise. The opposite is true. It can 
be difficult to know who the true party behind a demand letter is, 
when a — or even when a defendant goes into court. And even prop- 
erly identifying real parties in interest for a particular patent can 
be complicated based on exclusive licensing agreements that are 
also in place, other private contracts that might exist. 

So, I’d ask if you could just expand upon your experience man- 
aging the IP portfolio in dealing with plaintiffs who intentionally 
hide the identities of owners or key investors. And then, finally, 
just stepping outside of the bill for a moment, as the person respon- 
sible for a large patent portfolio, if you could address whether it 
would be overly burdensome for you to have to record ownership 
of your patents whenever you sell or acquire them. 

Mr. Kramer. Thank you. Congressman. 

Let me take your second question first. I — the — patents are a 
government grant, right? And I think that the government, you 
know, as well as the public should understand who has a financial 
interest in them. As a holder of patents. I’m more than happy to 
record my transactions with the Patent Office, right, but — so, peo- 
ple know who owns those patents. So, that’s your second question. 

In terms of complicating the procedures, certainly, you know, my 
experience has been in the real problem is in the settlement of liti- 
gations, right, when all of a sudden the party across the table says, 
“Well, you know, I got to talk with my investors to see whether I 
can accept that,” right, and that’s a problem, right. I, personally, 
want to know who I’m dealing with, in the context of a litigation. 
I, you know, I don’t want to keep feeding this vicious cycle of troll 
litigation. So, if I know that the same person is on the other side 
of the case from me, I might fight it harder, I might not settle be- 
cause otherwise whatever money Yahoo! ends up paying them, 
right, they’re just going to go buy another patent and sue me again, 
right? And I don’t want that to happen. So I think it’s very impor- 
tant that we know the parties who have an interest in the patent 
and an interest in the litigation. 

Mr. Deutch. Thank you. 

Thank you, Mr. Chairman. 

Mr. Bachus. Thank you. 

Mr. Collins from Georgia is recognized for 5 minutes. 

Mr. Collins. Thank you, Mr. Chairman. I appreciate the oppor- 
tunity. 

Also, I appreciate this process and this is something that I have, 
before I was even sworn in, began the process of looking into this 
because we knew it was going to be coming back up. There was too 
much conversation going on. 

I appreciate Mr. Armitage, what you said about the fog around 
patent litigation. I come to think of it not more as a fog, Wt when 
my staff comes in and we have these sort of dream sequences, I be- 
lieve. When am I going to wake up and I’m in the shower or some- 
thing. 

But, it’s like, what is this — where are we headed here? And I 
think that’s the concern I have, in looking at — over this. And the 
question, Mr. Kappos, I want to ask this to you and it’s long and 
I’ll sort of lay it out. The question I’ll — that I have is on whether 
or not Section 18 should have been, one, originally included in AIA 
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and whether its expansion in this hill is necessary or even really 
appropriate? Now, is that — one that I have been giving a lot of 
thought to and honestly it causes me some trouble. 

There’s a question that there — there is no question that the right 
to patent, the right to exclude is given inventors by the Constitu- 
tion. Patent rights are property rights, but they are unique in they 
only — in that the only way for an inventor to protect his property 
and to protect his patent is to assert it in court. If a subject matter 
is patentable, then I believe that it has the same value as another 
patentable subject matter. No monetary — not monetaiy, of course, 
but it should enjoy the same protection, the same ability to license, 
the same ability to assert as other patentable subject matter. 

Many other minds have discussed at great length, during the 
AIA floor debates of Section 18 placed expediency of process above 
protection of patent rights. And I’m not seeking to rehash or relive 
those debates, however I am struggling with a provision that would 
make permanent a temporary program that does not expire for 6 
years. What I have found in my short time here is Congress legis- 
lates then they collect data and suppose to conduct oversight. I am 
in mind of that in finding that that’s what we’re sort of doing again 
here. We’re running to do something, then we’re going to look at 
how it works or maybe look at it later. 

So, is there anything that you can tell me that would basically 
assure my fears? Or is there some compelling argument for why we 
must make permanent today a provision that doesn’t expire for 6 
years? Wouldn’t it be more prudent to let this provision act as it 
was intended? Operate for 8 years, conduct oversight, assess the 
program and its achievements, and then decide if so to, whether to 
extend it or make it permanent. 

Mr. Kappos. Well, thank you. Representative Collins. I would, if 
anything, amplify your fears so that bubble sequence could get 
rather darker. 

The challenge with this provision is that it has just been imple- 
mented. It is just getting on its feet. And, in fact. Congress has 
called for a study of the post grant procedures, including Section 
18, about this time 2 years from now, September of 2015. So, I 
completely ascribe to and agree with the process that you’ve articu- 
lated. Congress already called for that process as part of the AIA. 
We need to let it run forward. And 

Mr. Collins. Yeah. 

Mr. Kappos [continuing]. Learn more. 

Mr. Collins. Well I appreciate that. I want everyone in this 
room, because there’s holders in all these seats here, looking at 
this. This is a — this is not a good workable system, what we have 
now. There are problems all up and down the line. And I think 
there’s some things that we’ve got to do to address this. 

What really concerned me though is — Mr. Kramer, is just a com- 
ment that you made that sort of took my whole question when you 
were asked directly, “Can you cite an example where an expanded 
process would have helped you?” And you said you really couldn’t 
name one. That concerned me. 

But I have a — do have a question for you as well. That your 
statement just brought my — crystalized my whole question line, 
and you as mister well — Mr. Gupta as well. I understand that both 
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of you have some concerns with the provision in the bill on the 
standard for the PTO to apply when examining a patent in the post 
grant procedures. Can you explain the — you know, as briefly as 
possible, the nature of your concern and the reasoning for your con- 
cerns on this standard for post grant procedures? 

Mr. Kramer. Certainly. 

Let me first address the example question. I understood that 
Chu — Congresswoman was asking me for a prior case, I couldn’t 
think of a prior case. I can think of a current case where we’ve 
used the system and that’s the Metasearch case. So there is one 
that 

Mr. Collins. Well, he question was where is one that would ex- 
pansion would have helped you. And 

Mr. Kramer. Correct. 

Mr. Collins. — I think that’s sort of where we’re headed here. So, 
you really — and I appreciate that because 

Mr. Kramer. Correct. 

Mr. Collins [continuing]. It crystalized my question. So 

Mr. Kramer. Great. In terms of an example. I’m sorry. 

Mr. Collins. The post grant review. 

Mr. Kramer. The post grant review. That’s a — I understand 
there are concerns on both sides of the aisle with respect to the 
standard of claim construction being proposed. You know, certainly, 
you know, that’s an issue where on the one hand you’ve got a hun- 
dred years of PTO history using one standard and to change 
things, I think, might be dramatic for them. Certainly, willing — 
happy to work with you on finding a resolution to that problem. 

Mr. Collins. Well, I think, in some way, wouldn’t you agree that 
this bill itself is in — and Mr. Armitage, I think, sort of alluded to 
this — this bill is changing procedural provisions in a specialize way 
for patents. That, you know, really if this goes through as is, books 
will be written because you’re going to have to explain how you’re 
going to go through the process now. 

Mr. Kramer. It is a process that is currently a standard that we 
all have to face already. 

Mr. Collins. Well, when new discovery requirements, stays, 
those kind of issues like that — I mean, that’s an issue that — ^you 
know, there’s many things in this bill that are — that I believe can 
be workable and are workable and I support. You know, I think the 
PTO office — actually — and that’s one of the reasons I signed on to 
make sure that we put the right resources where the resources 
need to go. 

Mr. Kramer. Right. 

Mr. Collins. And I — that was a concern. 

Anything to add to post grant? 

Mr. Gupta. You know, we happened to — our patents are, from 
time to time, subject to post grant review process — procedures and 
we put patents through post grant review procedures as well. And, 
from our perspective, whatever — you know, wherever we end up on 
this in a thoughtful sort of outcome, we’re wanting to live by the 
same set of rules when they’re applied to our patents and when we 
apply them to others’ patents. 

But where we really have a lot hope and our focus has been on 
is sort of — ^you know, anytime a system goes out of whack you get 
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feedback. And then, with the feedback, you could take some correc- 
tive action. There’s clear feedback on the litigation abuses that we 
see. And this bill has so much good in the area of procedural abuse, 
you know, sort of feedback mechanisms, you know, our focus has 
always been on supporting those aspects and making sure that 
those tweaks are indeed put in place. 

Mr. Collins. And I know my time is running short. But I do ap- 
preciate the fact that you’re willing to be — ^you know, everybody 
need to play by it. That’s something that’s sort of lost in this town. 
That some people want this treatment and other treatment and we 
want to treat the same here, as we move forward. 

Mr. Armitage, I’ve watched — I’ve just — as my last moments here, 
is there anything to my questions or stuff that you’d like to add to 
that? 

Mr. Armitage. Just that we do have a hundred year’s history of 
the PTO in examination using one standard. But for the last 220 
years, the PTO has never been given the authority by Congress to 
adjudicate the validity of issued patents. And so, we’re in a situa- 
tion where the PTO is actually being the court, substituting its ad- 
ministrative patent judges for District Court judges. And those 
claim construction standards in those two proceedings simply must 
be the same for the sake of fairness to the patent owner. 

Mr. Collins. Well, I think my time is over. There are some other 
issues on studies on transfer of venues, some other things. We’ll get 
to those. 

But I appreciate the Chairman’s time. And I appreciate this com- 
ing forward in our discussions today. 

Mr. Bachus. Thank you. 

And, at this time, the gentlelady from Washington, Ms. DelBene 
is recognized. 

Ms. DelBene. Thank you, Mr. Chair. 

And thanks to all of you for being here and for all of your time. 

I kind of wanted to follow up actually, Mr. Kappos, discussing 
Section 9’s changes to the standard of claim construction in inter- 
party and post grant review proceedings. You pointed out that this 
may lead to the PTO endorsing and issuing broader claims in these 
proceedings. And so, I wondered if you could speak more about the 
impact of this provision and whether you view the current use of 
broadest reasonable interpretation standard as effective in achiev- 
ing the goals of our proceedings or whether you think there needs 
to be change. 

Mr. Kappos. Well, I think that Congress, when it put the AIA 
in place, did so knowing that the USPTO has for many, many years 
been using the so-call BRI or broadest reasonable interpretation. 
So, I think that there’s fairness on both sides of this debate. The 
reason BRI has always been the standard is that in the USPTO, 
unlike in the courts, applicants or patentees have opportunities to 
amend their claims. And so the view is, “Look the agency’s man- 
date is to protect the best interests of the public, ensure that 
overbroad claims are not being granted and therefore take a rea- 
sonable but broad interpretation.” Applicants can amend their 
claims and the public’s best interest is protected. 

The challenge that we get into with moving the USPTO to the 
skill of ordinary — one of ordinary skill in the art standard, that the 
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courts use, is that then, quite clearly, the agency will he issuing 
claims that are going to he broader in some cases, less clearly de- 
fined in some cases. And, in that sense, that provision, while there 
are plenty of merits to it as Mr. Armitage points out, does cut 
against the core of this legislation, which is to try and improve the 
quality of the patent system and reduce vague patents that lead to 
these overbroad assertions that folks to my right are concerned 
about. 

Ms. DelBene. Thank you. 

Mr. Kramer, do you have anything else to add as we were talk- 
ing about post grant review? Or do you 

Mr. Kramer. No comment. 

Ms. DelBene. Okay, thanks. 

We also know that the impact on small business and venture- 
backed businesses, startup companies — the impact that abusive 
litigation is having. Today, Robin Feldman, the professor of law at 
the University of California, Hastings, and the National Venture 
Capital Association released findings from a survey that they did 
of venture capitalists and startup companies. And the results are 
very clear that the number of patent demands received by venture- 
backed companies has increased over the last 5 years. Roughly one 
in three startup companies report receiving patent demands. 

When we talk about this legislation and I think, Mr. Kappos, you 
brought up earlier that we may still need feedback from small in- 
ventors in terms of the impact of this legislation. I wondered what 
your thoughts were with respect to the impact of this legislation on 
small inventors, small innovators? And, what changes you might 
look at, given what you might perceive their feedback to be, going 
forward? 

Mr. Kappos. Right, well thank you for that question. 

And my sense, and I don’t pretend to represent the small inven- 
tor community, but my sense is that when they register their views 
they will have some concerns. They’ll have some concerns that go 
along the lines of access to justice by being potentially priced out 
of the system. And we need to be sensitive to that. 

They’ll have some concerns that when they go to enforce their 
valid patent rights that large companies and medium-sized compa- 
nies and even modest-sized companies that have far more resources 
though than the small entities and the independent inventors will 
be able to potentially engage the same kind of actions that we’re 
talking about here that we don’t want patent trolls engaging in. So 
that’s why I commented before that while I like lots about the bill, 
I think that reciprocal provisions are needed to ensure that parties 
in the role of defendants are acting responsibly, just as we’re re- 
quiring parties in the role of plaintiffs to act responsibly. 

Ms. DelBene. And, Mr. Gupta, the — you know, you also talk, in 
your written testimony, about the impact on small business. So, I 
wondered if you had anything to add with respect to how this bill 
might balance the needs of large businesses but also small 
innovators. 

Mr. Gupta. I think the — again, I can’t necessarily speak for all 
small businesses. But, I think, if you think about VC-backed com- 
panies or small companies that are truly entrepreneurial, they 
have an idea — a business idea, they get a patent on it and they’re 
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working toward bringing a product to market. I think they are 
more concerned about the abusive litigation tactics that are di- 
rected toward them. 

The data that we have suggests that more than half of these pat- 
ent suits are filed against companies that have less than 10 million 
and a vast majority against companies whose revenues are less 
than 100 million. And so, you know — and when small companies 
initiate patent action against someone else, they generally do not 
take advantage of procedural tricks to increase the cost of litigation 
of the — on the other side. And they are certainly not looking of an 
early settlement to get out of it. They are, at that point, protecting 
their invention, their innovation, their business. They’re not look- 
ing for a settlement where they end up licensing the patents or 
that this alleged infringer could then be competing against them 
using the technology that they want to commercialize. 

And in talks — and in the context of Access to Justice, I think you 
have to look at the fact that the defense costs, in today’s patent 
system, is so great and so high for small businesses, I think effec- 
tively they are being excluded from this justice system because the 
only way they can feel they can participate is by having to give in 
to these extortions and settle, rather than actually get to the mer- 
its of the dispute to prove their non-infringement position or the in- 
validity position. 

Ms. DelBene. Thank you. 

I yield back my time, Mr. Chairman. 

Mr. Bachus. Thank you. 

Mr. Poe is recognized for 5 minutes. 

Mr. Poe. I thank the Chairman. 

One of the strengths of our system is that it treats everybody the 
same. And, in fact, the United States has fought to establish a non- 
discrimination between types of inventions in international trade 
under the TRIPS Agreement. Do you think that other countries, 
like Brazil, India and China will use this as an invitation to harm 
one of our best industries, like software? And this is open to who- 
ever wants to answer it. 

Mr. Kappos. Yeah, I’ll certainly take that on. I’ve been men- 
tioning that all morning here. 

Well, I do think there’s risk of that. And I think that the provi- 
sion that you’re referring to. Section 18, the covered business meth- 
od provision and inserting into it an overt — quite blatant discrimi- 
nation against software-based innovation will invite our trading 
partners sit up and take notice and to potentially have that come 
up in trade negotiations. And I think that’s one of the many rea- 
sons why extension to the software field is a not good policy. 

Mr. Poe. So, the answer is what? I’m sorry I didn’t hear what 
the answer was. 

Mr. Kappos. The answer was — is enthusiastically to agree with 
your concern. 

Mr. Poe. And so, what do we do about it? Do you have an answer 
on what we should do about it? Any of you? 

Mr. Kappos. Well 

Mr. Poe. I’ve never seen four lawyers quiet in my life, like this. 
[Laughter.] 
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Mr. Kappos. Yeah, relative to Section 18, I do. Which is that we 
certainly should not be expanding it to cover software. 

Mr. Poe. Right. 

Mr. Kappos. And the better judgment, I think overall — given 
that it’s so new, given that it is getting traction, given that the 
USPTO has interpreted it broadly, given that its reviewing court 
hasn’t had time to even look at the USPTO’s interpretation — is 
that it’s best to let that procedure keep running forward and not 
amend it at this point. 

Mr. Poe. All right. 

Mr. Armitage, did you want 

Mr. Armitage. Yes. 

Mr. Poe [continuing]. To make a comment? Thank you. 

Mr. Armitage. I would just say that, in the course of the Amer- 
ica Invents Act, Congress made a finding that there were par- 
ticular type of patent, based on developments in the law and the 
work of the Patent Office in examining them that justified a transi- 
tional procedure to deal with those patents and specify the transi- 
tion period. And, as Mr. Kappos says, the case hasn’t been made 
to change any of those findings much less make what was a transi- 
tional program a permanent part of our patent law. 

Mr. Kni^ER. Congressman, thank you for the question. 

I think that there should be low-cost alternatives to challenge, 
within the U.S. Patent and Trademark Office, patents that do not 
have a technical solution to a technical problem. That is the defini- 
tion that the USPTO has adopted, therefore I think it’s a good pro- 
gram. 

Mr. Poe. Okay. 

Mr. Armitage, did you want to weigh in on that again? 

Mr. Armitage. Yeah, just one comment. 

Every issued U.S. patent that meets the CBM definition tomor- 
row could be challenged in the Patent Office. And there’d be an- 
other 6 year when that can happen. And that could happen for 
every newly issued patent during the next 6 years. Under the new 
patent law, every first inventor to file a patent that issues is sub- 
ject to the identical type of procedure on any ground of patent- 
ability. It covers all technologies. So, we already have in place a 
comprehensive system of post grant review. We don’t need yet an- 
other procedure or to expand an existing procedure to take care of 
existing patents. 

Mr. Poe. Every time — not every time, but many times when Con- 
gress gets involved in anything it makes it worse, whatever it is. 
Of course, we don’t want to do that. And now the proposal is, you 
know, H.R. 3309 would expand the covered business method pro- 
gram, even though it’s only been in effect about a year. Is it too 
soon to make changes in the law that really hasn’t been tested 
much — two cases I believe? Too soon? 

Mr. Kappos. I would say yes, on balance it is. 

Mr. Armitage. Too soon. 

Mr. Poe. That’s two. 

Mr. Kramer. And in my opinion it’s not too soon. 

Mr. Poe. Two and one. 

Mr. Gupta. I’d have to concur. 

Mr. Poe. That it’s too soon or not too soon? 
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Mr. Gupta. I think, as we have only one decision, we’d really like 
to see how the system plays out. 

Mr. Poe. All right. Three and one. All right thank you. 

Small guys. I think the reason — one reason we got patent trolls 
to begin with is because the small guys are looking for help. That’s 
one reason. Does — I’m concerned about the small guy going against 
Yahoo! or somebody else. They don’t have lawyers. They — you 
know, they call their family lawyer or something, if they need help. 
Patent law, as we know, is a very specific, difficult litigation proc- 
ess. It’s much more complicated than probably anything. So, small 
guy. How do we make sure the small guy isn’t excluded from the 
system? That’s the end of the question because I’m out of time. 
How do we keep the small guy excluded from taking care of their 
patent? 

Mr. Kramer. Mr. Chairman, I see the time is expired. Can I re- 
spond to the question please? 

Mr. Backus. Yes. 

Mr. Poe. Thank you, Mr. Chair. 

Mr. Kramer. Thank you. Since Yahoo! was identified in the 
question, I feel like I have an — a responsibility 

Mr. Poe. I’m not picking on Yahoo!, I’m just giving examples. 

Mr. Kramer. There is nothing in this bill that prevents anyone 
from filing a meritorious lawsuit, right? Matter of fact, there are 
provision in this bill that will — would help the small guy. Staging 
discovery, giving presumptive limits on discovery — those things will 
definitely help the small individual inventor to pursue a meri- 
torious claim against any company. 

Mr. Poe. Well, what they’re concerned about it the losers pays 
provision. 

Mr. Kramer. I’m sorry, I didn’t understand. 

Mr. Poe. What they’d be concerned about, of course, is if they 
lose and then they got to pay. Well, they can’t pay. 

Mr. Kramer. So 

Mr. Poe. Some of them say, “I can’t pay, so I can’t litigate.” 

Mr. Kramer. Under the provision, as written, it’s very forgiving, 
right. Although there is a presumption that if you have a — there 
is a presumption toward fee shifting. But, if you have a substan- 
tially justified case, i.e. a good case, right, you’re not going to pay. 
Or there is also a provision that provides the District Court judge 
with discretion in special circumstances, if it — if fee shifting is not 
warranted than fee shifting will not happen. And it’s a good thing 
to give the District Court judge that discretion. 

Mr. Poe. As a former judge, I like the word discretion. 

I yield back. Thank you for your patience, Mr. Chairman. 

Mr. Backus. All right. Thank you. 

Gentleman from New York, Mr. Jeffries, is recognized for 5 min- 
utes. 

Mr. Jeffries. Thank you, Mr. Chairman. 

And let me thank the witnesses for your testimony today. I found 
it to be both helpful and illuminating. 

I represent a district largely anchored in Brooklyn that increas- 
ingly has become home to technology and innovation companies, 
particularly a significant number of startups and tech entre- 
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preneurs. That’s been a very positive addition to the local economy 
and one that we embrace and want to foster and develop. 

Unfortunately, many of these same entrepreneurs and startups 
have increasingly found themselves on the wrong side of the patent 
troll issue. And that’s why, Mr. Chairman, I think this is such an 
important hearing and an issue that we need to address thor- 
oughly, comprehensively, but also deliberately here in the Con- 
gress. 

Let me start with Mr. Gupta. You testified, I believe, that you 
were sued more than 30 times since 2005 by patent assertion enti- 
ties, is that correct? 

Mr. Gupta. That is correct. 

Mr. Jeffries. And it’s fair to say that, in your view, each of 
these actions were lacking in merit and frivolous, is that right? 

Mr. Gupta. That is correct. In fact, you know, of all these 30 
cases we have settled only one piece of litigation. We’ve taken cases 
to trial, cases have also been dismissed on summary judgment in 
our favor. 

Mr. Jeffries. So in the cases that you did not settle, all but one, 
you prevailed in one way or the other in all of those other matters, 
is that right? 

Mr. Gupta. Yes. Or, when the — we were able to convince the pat- 
ent assertion entity that we were the last one standing and we 
were going to fight until the end and have our day in court, they 
had walked away. 

Mr. Jeffries. Now, were you awarded attorney’s fees? And did 
you apply pursuant to Section 285 in those cases that you ulti- 
mately prevailed in, either at the pleading stage or some point dur- 
ing the lawsuit or at trial? 

Mr. Gupta. In a couple of instances we were awarded our fees — 
I’m sorry, our costs in connection with having had to continue liti- 
gating after a certain point. But we have never been successful in 
recovering our attorney’s fees and costs. 

Mr. Jeffries. Okay. Now, I think you also testified that patent 
assertion entities bring unmeritorious suits and then leverage the 
high cost of litigation to negotiate, I think what you termed, 
“Extortionary settlements,” is that correct? 

Mr. Gupta. That is correct. 

Mr. Jeffries. I think that’s a colorful but fair framing of the 
issue that folks confront. 

I think, Mr. Kramer, you characterized the problem as, “Defend- 
ants being forced to spend millions to litigate against abusive ac- 
tions,” is that right? 

Mr. Kramer. That is correct. Yes, Congressman. 

Mr. Jeffries. Now, is it also fair to say that this litigation cost 
tends to primarily be anchored in the expensive nature of discovery 
in the patent context? 

Mr. Kramer. That is a large component of the cost, yes. 

Mr. Jeffries. And so, is it also fair to say that the ability to ne- 
gotiate the extortionary settlements, that these patent trolls seek 
either with a demand letter or in the commencement of action, is 
largely anchored in the fact that the costs of discovery is so expen- 
sive in many instances? 
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Mr. Kramer. I think it’s anchored in the cost, in the fact that 
litigation as a whole is expensive and time consuming and requires 
a lot of effort and attention from everybody involved. 

Mr. Jeffries. So, is it reasonable to focus, in terms of our effort 
to try and address the patent-troll problem, to try and limit the 
cost of the litigation either at the front end or as you pursue dis- 
covery in order to eliminate the primary weapon being used by, you 
know, illegitimate patent trolls to try and extort or extract settle- 
ments? 

Mr. Kramer. I certainly think that the provision in the Innova- 
tion Act for staging discovery is a great step forward. And I cer- 
tainly think that the proposal to have the judicial conference look 
at creating presumptive limits on the content of discovery, that’s a 
great step forward. 

Mr. Jeffries. And is the heightened pleading requirement also 
an important step in terms of limiting actions from moving forward 
unless there’s some judicial finding of merit? 

Mr. Kramer. I agree that the requirement for genuine notice 
pleading would be a tremendous step forward to drive efficiency in 
the system, so we all know what we’re talking about when the com- 
plaint is filed. 

Mr. Jeffries. And, Mr. Kappos, I believe there was an article 
written by the Chief Justice of — or the Chief Judge of the Federal 
Circuit Randall Rader entitled, “Make Patent Trolls Pay in Court,” 
on June 4, 2013. 

I’d ask unanimous consent that this be entered into the record. 

Mr. Bachus. Without objection. 

[The information referred to follows:] 
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Make Patent Trolls Pay in Court 

By RANDALL RADER, COLLEEM V. CHIEN and DAVID HRICiK 

FROM an early age we are taught the importance of fighting fairly. But as the vast number of frivolous patent 
lawsuits have shown, too many people are rewarded for doing just the opposite. 

The onslaught of litigation brought by “patent trolls” — who typically buy up a slew of patents, then sue 
anyone and everyone who might be using or selling the claimed inventions — has slowed the development of 
new products, increased costs for businesses and consumers, and clogged our judicial system. 

Their business plan is simple; trolls (intellectual-property lawyers use less evocative terms like “non- 
practicing entities” and “patent-assertion entities”) make money by threatening companies with expensive 
lawsuits and then using that cudgel, rather than the merits of a case, to extract a financial settlement. In the 
apt summary of President Obama, who on Tuesday announced a plan to stave off frivolous patent litigation, 
trolls just want to “hijack somebody else’s idea and see if they can extort some money.” 

So far, legislative action against the practice has been meager. In May, Gov. Peter Shumlin, Democrat of 
Vermont, signed legislation — the first of its kind — that amends the state’s consumer protection laws to 
empower its attorney general and others to sue patent holders who assert infringement claims against a 
Vermont business or resident in bad faith. But lawmakers in the remaining 49 states and in Congress, where 
no less than four bills now sit in various committees, have yet to legislate specifically against patent trolling. 

Mr. Obama’s latest proposals echo those in several bills, including making it harder for patent litigants to set 
up shell companies to hide their activities. 

In the meantime, vexatious patent litigation continues to grind through our already crowded courts, costing 
defendants and taxpayers tens of billions of dollars each year and delaying justice for those who legitimately 
need a fair hearing of their claims. Trolls, in fact, filed the majority of the roughly 4,700 patent suits in 2012 
— and many of those were against small companies and start-ups that often can’t afford to fight back. 

The problem stems largely from the fact that, in our judicial system, trolls have an important strategic 
advantage over their adversaries: they don’t make anything. So in a patent lawsuit, they have far fewer 
documents to produce, fewer witnesses and a much smaller legal bill than a company that does make and sell 
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something. 

Because they don’t manufacture products, they need not fear a counterclaim for infringing some other patent. 
They need not be concerned with reputation in the marketplace or with their employees being distracted from 
business, since litigation is their business. 

Trolls, moreover, often use law}"ers to represent them on a contingent-fee basis (lawyers get paid only when 
they win), allowing trolls to defer significant legal costs that manufacturers, who generally must pay high 
hourly fees, cannot. 

With huge advantages in cost and risk, troUs can afford to file patent -infringement lawsuits that have just a 
slim chance of success. When they lose a case, after all, they are typically out little more than their own court- 
filing fees. Defendants, on the other hand, have much more to lose from a protracted legal fight and so they 
often end up settling. 

Lost in the debate, however, is that judges already have the authority to curtail these practices: they can make 
trolls pay for abusive litigation. 

Section 285 of the Patent Act, as well as Rule 11 of the Federal Rules of Civil Procedure, give judges the 
authority they need to shift the cost burden of litigation abuse from the defendant to the troll. But 
remarkably, judges don’t do so very often: by our count, fees were shifted under Section 285 in only 20 out of 
nearly 3,000 patent cases filed in 2011. 

Our judicial system’s bias against shifting fees partly explains that reluctance, but Section 285 is flexible 
enough to help defend against trolls. And even though many cases settle, the prospect of paying fees will 
discourage aggressive suits and frivolous demands. 

To make sure Section 285 is implemented with appropriate vigor, judges must look more closely for signs that 
a patent lawsuit was pursued primarily to take improper advantage of a defendant — that is, using the threat 
of litigation cost, rather than the merits of a claim, to bully a defendant into settling. 

One sign of potential abuse is when a single patent holder sues hundreds or thousands of users of a 
technology (who know little about the patent) rather than those who make it — or when a patent holder sues a 
slew of companies with a demand for a quick settlement at a fraction of the cost of defense, or refuses to stop 
pursuing settlements from product users even after a court has ruled against the patentee. 

Other indications of potential bullying include litigants who assert a patent claim when the rights to it have 
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already been granted through, license, or distort a patent claim far beyond its plain meaning and precedent for 
the apparent purpose of raising the legal costs of the defense. 

Judges know the routine all too well, and the law gives them the authority to stop it. We urge them to do so. 

Randall R. Rader is chief judge of the United States Court of Appeals for the Federal Circuit. Colleen V. Chien is an 
assistant professor of law atSarRa Clara UJiiversity. David Hricik is a professor of law at Mercer University. 
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Mr. Jeffries. And he makes some interesting observations in 
this op-ed written with two other individuals. He indicates that in 
2011 there were 3,000 patent cases filed but only 20 of those cases 
resulted in a finding of attorney’s fees pursuant to 35 U.S.C. 285. 
He then makes the observation that he believed that this statute 
does provide judges with the ability to defend against the trolls but 
it’s not being exercised with sufficient robustness. That’s my char- 
acterization of what he said in this article. 

I think that the challenge for us is to figure out how do you bal- 
ance, you know, the need to maintain some integrity and judicial 
discretion with a coequal branch of government, with the ability for 
there to be some cost in pursuing frivolous actions. And I would 
just ask you to comment on that. 

Mr. Kappos. Right. Thanks for the question. 

So, yeah. The Federal Circuit jurisprudence interprets 285 to re- 
quire both an objectively baseless claim and subjective bad faith on 
the part of the — or bad faith on the part of the plaintiff. And that 
is a very exacting standard. And as Chief Judge Rader points out, 
it has resulted in extremely few findings of violation of 285 or, you 
know, the exceptional case standard. 

Now, there are two cases in the Supreme Court pending right 
now that are set to look at that issue. So, query whether the Su- 
preme Court will, despite some of the other comments on this 
panel, be able to significantly correct the situation. And history 
teaches us, if we look back at the eBay case and the injunction 
standard or the KSR case and the obviousness standard, that the 
Supreme Court — as well as other examples, the Supreme Court has 
done a good job in just the last 10 years or fewer of taking really 
thorny issues that were vexing to congressional action and resolv- 
ing them. 

So, I appreciate the comments that others have made today men- 
tioning that Supreme Court looking at two cases. And, Congress- 
man, you mentioned the need to achieve balance and the challenge 
of legislating in this area. And one might consider what good the 
Supreme Court can do to help. 

Mr. Jeffries. Thank you. 

Mr. Bachus. Thank you, Mr. Jeffries. 

At this time, Mr. Issa 

Mr. IsSA. Thank you, Mr. Chairman. 

Mr. Bachus [continuing]. And Mr. Issa has — is on your funding 
bill. He’s on the funding bill. 

[Laugher] 

Mr. Kappos. Listen, I mentioned that in my opening remarks. 
Congressman Issa. 

Mr. Issa. This should help as I batter the witnesses with ques- 
tions. 

First of all, Mr. Chairman, I’d like to ask unanimous consent 
that a letter dated July 30, 2013, which went to the Chairmen both 
in the — and Ranking Members in the House and the Senate, be 
there — be submitted into the record because I’m going to speak on 
it. 

Mr. Bachus. Without objection. 

[The information referred to follows:] 
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July 30, 2013 

The Honorable Patrick). Leahy 
Chairman, Committee on the Judiciary 
United States Senate 
224 Dirksen Senate Office Building 
Washington, DC 20510 

The Honorable Bob Goodlatte 
Chairman, Committee on the Judiciary 
U.S. House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20515 

The Honorable Chuck Grassley 

Ranking Member, Committee on the Judiciary 

United States Senate 

224 Dirksen Senate Office Building 

Washington, DC 20510 

The Honorable John Conyers, Jr. 

Ranking Member, Committee on the Judiciary 
U.S. House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20515 

Dear Messrs. Chairmen and Ranking Members: 

Members of both parties, the White House, legal scholars, economists, businesses, 
and public and private organizations increasingly recognize the need to address the 
growing problem of patent abuse. Wasteful and often frivolous litigation is 
burdening businesses and innovators across America. We need to ensure that our 
patent system promotes innovation and job creation, not abusive litigation. Real 
and lasting patent reform must deal with both symptoms — lengthy, expensive, 
and abusive lawsuits — and causes, including the flood of low-quality business 
method patents commonly behind the current epidemic of litigation. 


Litigation brought by patent assertion entities (PAEs), commonly called trolls, has 
exploded in size and scope, and now represents a majority of all patent litigation. 
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In 2011 alone, patent troll activity cost productive companies $29 billion in direct 
payouts, and even more in indirect costs. Increasingly, PAEs are targeting small- 
and medium-sized companies in every sector of our economy. 

Too often, abusive PAE litigation exploits low-quality business method patents. 

The vague and sweeping scope of many business method claims coveting 
straightforward, commonsense steps has led to an explosion of patent claims 
against processes used every day in common technologies by thousands of 
businesses and millions of Americans, PAEs often buy questionable business 
method patents and assert them against dozens of diverse businesses that use 
standard technologies like document scanners and common features of the 
Internet, like promoting discounts or conducting live web chats with customers. 
Indeed, business method patents are litigated nine times mote often than other 
types of patents. These low-quality claims fuel suits seeking settlement payouts 
based on the costs of litigation, not the merits of the case. It rarely makes sense for 
a defendant to spend years in litigation and millions in legal fees to prove that a PAE 
patent is invalid when it could settle for much less. 

We need an alternative to expensive litigation that lets the victims quickly and 
efficiently challenge the validity of dubious business method patents. Expanding an 
existing Patent Office program, the Covered Business Method (CBM) Program, 
beyond its current limitation of “financial services” business method patents to all 
business method patents would accomplish this goal. An expanded CBM Program 
would enable the Patent Office to reconsider the validity of issued business method 
patents and provide a targeted “surgical strike” against the worst of these 
frequently abused patents. And it would increase certainty for innovators actually 
bringing new products to market, who now face an increasing threat of extortive 
demands based on low-quality patents. 

We were pleased to see the Administration support this initiative, and equally 
pleased to see growing bipartisan and bicameral support in Congress for patent 
quality improvement. We strongly support a package of reforms that would expand 
the CBM Program and address the root causes of PAE litigation abuse and its 
detrimental impact on American innovation and job creation. 

We appreciate your support of this important initiative. 
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sincerely, 


Amazon.com, Inc. 

Seattle, Washington 

AOL Inc. 

New York, New York 
Dell Inc. 

Round Rock, Texas 

Demandware, Inc. 

Burlington, Massachusetts 

Dropbox Inc. 

San Francisco, California 

EarthLink, Inc. 

Atlanta, Georgia 

eBay, Inc. 

San Jose, California 

Eddie Bauer LLC. 

Bellevue, Washington 

Facebook, Inc. 

Menlo Park, California 

Gilt Groupe, Inc. 

New York, New York 

Google Inc. 

Mountain View, California 

Hearst Corporation 

New York, New York 

HomeAway, Inc. 

Austin, Texas 

HTC Americas Inc. 

Bellevue, Washington 

J. Crew Group, Inc. 

New York, New York 


Netflix, Inc. 

Los Gatos, California 

Newegg.com Inc. 

City of Industry, California 

Overstock.com 

Cottonwood Heights, Utah 

Priceline.com Incorporated 
Norwalk, Connecticut 

Public Service Enterprise Group Inc. 
Newark, New Jersey 

QVC Inc. 

West Chester, Pennsylvania 

Rackspace Inc. 

San Antonio, Texas 

Red Hat, Inc. 

Raleigh, North Carolina 

Safeway Inc. 

Pleasanton, California 

SaIesforce.com Inc. 

San Francisco, California 

Samsung Electronics America 

Ridgefield Park, New Jersey 

SAS Institute Inc. 

Cary, North Carolina 

Southern Company 

Atlanta, Georgia 

Spotify USA Inc. 

New York, New York 

SurveyMonkey 

Palo Alto, California 
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Jewelry Television 

Knoxville, Tennessee 

The Kroger Co. 

Cincinnati, Ohio 

Linkedin Corporation 

Mountain View, California 

Macy’s, Inc. 

Cincinnati, Ohio 

Media Temple, Inc. 

Culver City, California 

Morgan Stanley 

New York, New York 

Mozilla 

Mountain View, California 


Twitter, Inc. 

San Francisco, California 

Verizon Communications Inc. 
New York, New York 

Wal-Mart Stores, Inc. 

Bentonville, Arkansas 

Whataburger 

San Antonio, Texas 

XO Communications 

Herndon, Virginia 

Yahoo! Inc. 

Sunnyvale, California 

Zynga, Inc. 

San Francisco, CA 


cc: Members of Senate and House Committees on the Judiciary 
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Mr. ISSA. Thank you. 

Mr. Kramer, your company was on this letter, which is no sur- 
prise, in support of expanding CBM to a certain extent, to a certain 
extent supporting the STOP Act, although not stating it. You obvi- 
ously believe there needs to be a low-cost alternative to narrowing 
the claims or eliminating overly broad and poorly executed patents, 
is that correct? 

Mr. Kramer. That is correct. Congressman, yes. 

Mr. IsSA. And by definition, if you’ve got bad patents — and, Mr. 
Armitage, I’ll give you a chance to respond — but, if you’ve got bad 
patents in one category and they’re being adjudicated, if you will, 
through a low-cost system and you have others that are being ig- 
nored but they’re being executed on in court, isn’t that inherently 
a flaw in existing legislation not to pick them up? 

Mr. Kramer. I think it’s a flaw in existing legislation not to pro- 
vide low-cost alternatives where, you know, you have these bad 
patents whatever their technology. And you don’t provide the abil- 
ity, you know, in a broad way to go back to the Patent Office to 
address those things. And post grant review and inter partes re- 
view have limitations in scope. 

Mr. IsSA. And I certainly agree. 

Mr. Armitage, you said — you talked about a hundred years of a 
standard. You’re familiar with, until maybe 20 years ago — I think 
it’s less than that — about 20 years ago, means-plus-function claims 
allowed somebody a quick and dirty way to describe an invention 
and then make an extremely broad under the doctrine of equiva- 
lence. Do you remember that? 

Mr. Armitage. Was it only — I’m sorry, I do remember before the 
Federal Circuit clarified how Section 112 

Mr. IsSA. They struck it down. They absolutely killed means- 
plus-function as a way to get broad patents while narrowly defining 
them, didn’t they? 

Mr. Armitage. I don’t want to get into a debate, but I still urged 
clients when I practiced used means-plus-function claims because 
they 

Mr. IssA. As long as all they wanted was the means and the — 
that they were showing, correct? 

Mr. Armitage. I’m going to say you’re substantially correct. And 
afterward we can discuss the exceptions. 

Mr. IssA. Well, the — Mr. Kappos, I lived under those old means- 
plus-functions as an inventor and as a manufacturer. And, you 
know, I saw people who took a couple of relays and popped them 
together and threw a patent with a line drawing out and then said, 
“Darn it, your microprocessor or your complex gate array with 
thousands of gates in it or huge amounts of memory, it’s the equiv- 
alent,” and tried to claim that because the output of the device did 
the same thing that it must have the same input. Do — you also re- 
member that era of overly broad interpretation that, quite frankly, 
paled in comparison to what’s happening today with business 
method patents, isn’t it? 

Mr. Kappos. I certainly do. Representative Issa 

Mr. Issa. Not that you’re that old, but you know I am. 

Mr. Kappos. Over breadth associated with 112-6 would — defi- 
nitely was a problem. It has been significantly reigned it. 
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Mr. IssA. Well, it has. But there’s a new generation. A new gen- 
eration of workarounds, just as the eBay decision is being worked 
around by going to the ITC whenever possible to get an exclusion, 
because the court, when they said — they set a standard for injunc- 
tive relief they didn’t consider that there’s an entity just down the 
street that only does effectively injunctive relief It’s the only tool 
and they use it constantly because they have to. So, you know, leg- 
islatively, certainly, we have a similar challenge that the court only 
can consider what’s brought to it. Well we can consider all the 
problems that are brought to us. 

Mr. Kappos, you have a tough job. But, under the current law, 
if you do not have a standard to look at prior art as broadly as 
prior art is expressed when it comes before the Patent Office, don’t 
you inherently find yourself in a situation in which examiners are 
constantly being told that prior art is narrow. Well in fact, if that 
same prior art were coming before a court it would, like the old 
means-plus-functions, suddenly be expansive. Isn’t there a need for 
a standard change that makes it clear that you must consider prior 
art as broadly as possible from a standpoint of exclusion? And 
that’s not currently the case. The examiners are often faced with 
claims that something means very little and with relatively little 
recourse to argue that point. 

Mr. Kappos. Are you asking whether the court should have to 
move to the broadest reasonable interpretation instead? 

Mr. IsSA. No. Actually, my point is the broadest reasonable inter- 
pretation standard should apply to what has already been in- 
vented. And one of the challenges is it’s applied to your consider- 
ation of what a — an applicant is entitled to rather than the exclu- 
sion. The whole point is that the — and you mentioned earlier, the 
obviousness standard. We have a problem which is, if anyone of or- 
dinary education — not necessary ordinary skill in the art — but of 
ordinary education reads the existing patents and then looks at a 
new patent, most often they search endlessly to try to figure out 
what’s new. And they find a little nuance. You know, I had a relay 
and I had a car. And now I’ve got a relay, a car and a mobile radio. 
And they say, “Ah ha. It’s the mobile radio.” Or is it? 

The fact is, we have a fundamental problem that regularly your 
examiners have a standard — which under the scrutiny of an opposi- 
tion from an outside party bringing in the actual and real experi- 
ences, the actual products and what they do — are successful in nar- 
rowing patents dramatically on a regular basis, isn’t that true? 

Mr. Kappos. I see. So you’re asking about the inferences that ex- 
aminers are able to draw. Certainly, in my view as a citizen, that 
has improved. Since KSR and some of the cases that have inter- 
preted it, further refinement clearly is needed. I would agree with 
you. Congressman Issa that providing the USPTO with greater 
flexibility to apply inferences and to expect applicants to respond 
to those to — in order to clearly specify patent claims is good for the 
whole system. 

Mr. Issa. When I was learning about patent law as a — both an 
inventor and as a manufacturer, you know, I understood that you 
could be sued for your — making, using or selling a product. But, I 
don’t think I ever considered that on — of these 40 companies that 
the ones most concerned with people with great new technology 
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would be suing — ^being sued, I didn’t think of Eddie Bauer, 
Safeway, J. Crew, Overstock-com, the Kroger Company, Macy’s. 
Now, I’ve been in a lot of Macys’. I’ve been in Kroger. I’ve been in 
Safeway. 

Isn’t one of the problems that this Committee has to deal with 
is the growth of deep pocket large companies? And Mr. Poe talked 
about little companies and I was a little company. And I appreciate 
the cost of litigation. But, isn’t one of our problems the idea that 
incidental use has made companies large targets just because 
they’re using a product? 

I’ve got Wi-Fi in my store and I’m going to be sued as a result. 
Is often — and isn’t one of the most important things that we have 
to do, in the legislation we’re looking at today, to make sure that 
the manufacturer, the — ultimately the entity, the single entity 
there probably is in the food chain, is the entity that deals with the 
eventual use of their product, rather than being sued in jurisdic- 
tions all over the country simply because I put a hundred Wi-Fi 
units into my store to help my customers. Or, you know, my air- 
plane serves a certain type of food that somebody finds a way to 
have a patent on. 

Mr. Kappos, I’ll start with you and then I’d like to go to Mr. Kra- 
mer. 

Mr. Kappos. Yeah. So, that’s the stays for customers. And, as 
we’ve discussed, I certainly am in the group that would agree that 
retailers, right, the Kroger’s of the world 

Mr. ISSA. Particularly when they’re not selling the infringing 
product but simply using something that somebody has put 
through. 

Mr. Kappos. If they’re using it run their Wi-Fi’s or if they’re sell- 
ing it, end users — and, you know, this would be Kroger in the role 
of an end user or Kroger in the role of a retailer, should be able 
to stay out of litigation. The trick is letting them do that in a way 
that doesn’t also let every other party in the manufacturing value 
chain stay out of litigation. Because, if you do that, then you sig- 
nificantly devalue patents for companies in — you know, whether 
it’s in auto alarms or any other industry where you’ve got, you 
know, lots of parties adding value to components, making more and 
more aggregated products. You don’t want to devalue the whole 
patent system. You do want to protect the end users and the retail- 
ers. 

Mr. IsSA. Well, and I know the Chairman’s being understanding 
about my time. 

But, you know, the intermittent wiper case was certainly a great 
case, under Avril Cohen, in which it added value to the car. And 
some understanding of entire market was the case. I’m pretty sure 
that the delivery of groceries at a Kroger’s or a Safeway is not so 
dependent on Wi-Fi. And I certainly think that there’s a fair test 
of entire market. But, that’s not the test that currently these trolls 
are using when they choose to go after deep pockets. 

Mr. &amer. I’m — although the Chairman may allow others to 
answer. I’d like to just have — you know, you’ve been used as a big 
company. But, ultimately aren’t you just a big target? And isn’t 
that part of what you see every day? 
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Mr. Kramer. Yeah. Thank you for that question. That is abso- 
lutely true. Since 2007, we have received roughly 70 patent in- 
fringement complaints. So, that’s a huge increase in our litigation 
burden particularly when compared to the first 12 years of the 
company where we had, at any given time, two to three cases on 
our docket. Now, I mean — you know, a case — we settle cases, we 
get new cases. On our docket at any given time is 20 to 25 cases. 
So, we are a huge target. 

And then, I think that has to do with the nature of the — our 
technology, the fact that, you know, you can see pretty easily what 
we do and the fact that software patents are, quite frankly, there 
are a lot of them out there on a lot of different things. And, yeah. 
It’s — I can’t emphasize how — enough how our situation has 
changed over the years. 

Mr. ISSA. Thank you. 

Mr. Chairman, I appreciate your indulgence. And I thank you for 
all the hard work that the Committee is doing to try to improve 
patent qualities and particularly empower the PTO to do so. 

Mr. Bachus. Thank you, Mr. Issa. 

I wasn’t really concerned, you did spend 12 minutes. But you 

Mr. Issa. You know, I — it’s the darnedest thing 

Mr. Bachus. You almost 

Mr. Issa. I just don’t 

Mr. Bachus. I’ve never heard you 

Mr. Issa [continuing]. Have a clock. 

Mr. Bachus [continuing]. Badger a witness. But you came close 
on Mr. Armitage here. 

Mr. Issa. You know, Mr. Chairman, you know, if you come next 
door, we’re accused to doing that to a number of people. 

Mr. Bachus. Oh, no. I’ve never noticed. 

Mr. Issa. Now, no. You know Eric Holder. Eric Holder said it 
was — he was a pleasure being here the last time. 

But, Mr. Chairman, I do think it — this is so important. I appre- 
ciate the extra indulgence of time. 

Mr. Bachus. Well, thank you. 

That will conclude our hearing. 

I will make two comments. If you look at Section 9 of the legisla- 
tion, that seems to be where a lot of the concern is for the post 
grant reviews and the business method patent review. And if each 
of you could go down, because you’ve — I know the Internet Associa- 
tion that Yahool’s a part of is on one side of this and some other 
companies are on the other. If you could take each of those sub- 
sections, like whether we — whether Section 145 is still necessary, 
the estopple fix, all those different parts and just go through each 
one and tell us what your thoughts on those are — would be. 

One of them is codifying the — taking the board’s decision in the 
business — I think it’s Sap versus Versata. Should that be — should 
we codify that, for instance, or just leave it alone? 

Mr. Kappos. Yeah, I don’t think we should. 

Mr. Bachus. Okay. 

Mr. Kappos. I think that the Federal Circuit and the USPTO 
should have some time to further consider and refine that. 

Mr. Bachus. Right. Okay. Thank you. 
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That concludes today’s hearing. Thanks to all of our witnesses for 
attending. 

Without objection all Members will have 5 legislative days to 
submit additional written questions for the witnesses or additional 
materials for the record. 

Now this hearing is adjourned. 

[Whereupon, at 12:57 p.m., the Committee was adjourned.] 
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Everything You Ever Wanted to Know About Double Patenting 
... But Never Realized That You Needed to Ask 
(From the Makers of Prozac) 

Robert A. Armitage 
Eli Lilly and Company 
Indianapolis, Indiana 


Introduction 

Double patenting is hardly a central concept of patent law. Until the start of the 
2U* century, it e.^isted as a little more than an appendix to statutory requirements for 
patentable distinctness. Today, however, there are a few double patenting principles that 
every patent practitioner needs to know. 

For the prior fifty years, the only exposure to the double patenting doctrine for 
most practitioners came in the unusual situations where a decision was needed as to 
whether a terminal disclaimer ought to be filed. Typically this circumstance would arise 
when a pesky patent examiner felt too many continuing patent applications were yielding 
too many patents on nearly - but not quite exactly - the same thing. 

Most significantly, with the advent of the filing date-based patent term during the 
last decade, even the terminal disclaimer issue was being reduced to one of zero 
economic consequence. If a patent issued on a continuing patent application resulted in 
“double patenting” over the parent patent, there would no longer be any additional patent 
term to disclaim. Double patenting looked to be a mere technical doctrine designed to 
keep ownership of a family of patents together, but nothing more. 

Just when the “double patenting” appendix looked as though it had completely 
atrophied, however, the Federal Circuit decreed a sweeping expansion of double 
patenting principles in Eli Lilly and Company v. Barr T.ahoratories, 58 USPQ2d 1 865, 

251 F3d 955 (Fed. Cir. 2001). Twenty-first century double patenting law now looks to be 
a different doctrine from its lO**" and 20**’ century roots. 

This paper examines the historical reach of double patenting and then takes a brief 
tour of the post-Z,i7/y implications for patent procurement. While the tour is designed for 
the patent prosecutor, the patent litigation bar will undoubtedly enjoy coming along for 
the ride. 

Flow has the Federal Circuit expanded double patenting law? First, its sting has 
grown more intense. In the 20'*’ century, double patent typically truncated enforceability 
of a patent; today it can be a doctrine of patent invalidity, not just truncated 
enforceability. If the double patenting issue is identified too late for needed prophylactic 
action, it can today be irretrievably fatal to validity. 
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Second, the range of the doctrine has expanded. During the second half of the 
20*’ century, the doctrine applied as a separate consideration only to those relatively few 
pairs of commonly owned patents where the statutory test for non-obviousness was 
disabled by statute - neither patented invention was statutory prior art to the other so the 
issue of patentable distinctness for two patented inventions was not assured. Today, all 
pairs of commonly owned patents - not merely the few exempted pairs - must be tested 
for double patenting. 

The deadlier sting and the broader reach conspire to produce a third issue for the 
patent prosecutor. That third issue is the need to satisfy the duty of candor and good faith 
by disclosing the commonly owned patent applications upon which the post-L///>’ law of 
double patenting will be applied. Wherever a patent examiner, applying Lilly, could 
make a so-called “provisional double patenting” rejection based on a commonly owned 
patent or patent application, the commonly owned application is material under the 
definition of 37 C.F.R. §1.56 and its disclosure to the patent examiner is mandated. 

The implications for the post-i///y’ world of patent procurement are two-fold. For 
the first time in two centuries of U.S. patent law, the patent practitioner needs to carefully 
review every patent in a commonly owned portfolio of patents for potential double 
patenting issues. Second, action to remedy the double patenting needs to be taken 
promptly, lest it fester into a new judge-made ground of irretrievable invalidity. 

The Genesis and Development of Double Patenting: A Brief Examination of the 
“Four Eras ” of Double Patenting Law 

A useful starting point for any understanding of the law of “double patenting” is 
to dice the doctrine into four distinct “double patenting” eras: 

• Lite era before “non-obviousness. ” Today, double patenting goes by the more 
technically accurate moniker “obviousness-type double patenting.”' While that 
moniker developed because of the relationship between the judge-made doctrine 
and the statutory “non-obviousness” requirement of the 1952 Patent Act, double 
patenting was known and applied by the courts in the pre-1952 era. Double 
patenting decisions date back to the 19*’ century. Before the statutory standard of 
“non-obviousness” was enacted, the judicial doctrine of “double patenting” was 
loosely tethered to another judge-made aspect of the patent law, the so-called 
requirement for “invention.” Double patenting could be avoided if a second 
patent was “patentably novel” over the earlier patent, for a distinct invention 
independent from the earlier patent, or for a fundamental invention for which the 
earlier patent was a later-made improvement to it. 


’ A second doctrine of double patenting, known as “same invention double patenting” is based upon 
35 U.S.C. §101 and designed to prevent the grant of multiple patents containing claims with identical 
limitations - or at least claims where the proofs of infringement would be identical. No aspect of this 
doctrine is treated in this paper. 
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• The era before the 1984 Patent Law Amendments Act. Once the statutory test for 
non-obviousness was put in place in 1952, the U S. Patent and Trademark Office 
acted to simplify and clarify the law of double patenting by appending the 
doctrine to 35 U.S.C. §103, the statutory test that superseded the “invention” 
requirement. Starting in 1967, the PTO affirmatively barred all “double 
patenting” rejections where the “non-obviousness” test operated to establish 
distinctness between two inventions, /.c., except where the “grace period” meant 
that the same inventor (or the identical inventive entity) would file and obtain 
multiple “obvious” patents. The Court of Customs and Patent Appeals finally 
settled on a “safe harbor” for avoiding double patenting - if the later patent did 
not claim an “obvious variation” of the subject matter claimed in an earlier patent, 
there was no double patenting. In addition, it ratified the right to obtain a later- 
issued, basic patent free from double patenting even after the earlier patenting of a 
later-made improvement. Over two decades after the 1952 Patent Act was 
enacted, both the U.S. Patent and Trademark Office and the Court of Customs and 
Patent Appeals had at last produced a simple, limited, and nearly cohesive 
doctrine of double patenting that reigned until 1984. 

• The era before Lilly v. Barr. The 1 984 Patent Law Amendments Act contained a 
Congressional mandate that the U.S. Patent and Trademark Office act to expand 
the reach of double patenting law. No longer would the doctrine exclusively 
relate to patents of the same inventive entity. Congress was subtracting from the 
1952 definition of “prior art” certain commonly owned inventions and insisted 
that the PTO cover the resulting contraction of the reach of the non-obviousness 
requirement. Thus, the amendment in what is now 35 U.S.C. § 103(c) meant that 
the doctrine, once exclusively limited to same inventor/identical inventive entity 
patents, would now reach a limited number of commonly assigned patents. If 

35 U.S.C. §103(c) subtracted one patented invention of a common owner from 
being prior art to another patented invention, the PTO would now add back judge- 
made double patenting to govern how the two patents could be enforced. The 
Federal Circuit also began analyzing double patenting cases under a “one- 
way/two-way” criterion under which a later-issued patent could in rare 
circumstances avoid double patenting if the earlier-issued patent was not an 
“obvious variation.” 

• The. post-Lilly era. In the aftermath of Lilly v. Barr, the Federal Circuit now 
requires that every pair of commonly owned patents be assessed under double 
patenting principles - regardless of whether the two patented inventions were 
nonetheless patentably distinct under 35 U.S.C. §103. Two patents of a common 
owner may need to jump two separate validity hoops whenever the order of 
invention does not match the order of patent issuance. The first hoop is that one 
patented invention will need to be non-obvious over the other as prior art. The 
second hoop is that the invention claimed in the later-issued patent will need to be 
a non-obvious variation of the invention claimed in the earlier-issued patent. In 
virtually every circumstance where the order of issuance is flipped, as it was in 
Lilly, the “double patenting” test will represent a “double non-obviousness tesf’ - 
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each patented invention will need to be non-obvioiis over the other patented 

invention 

This paper will take a brief tour of these four eras of double patenting, ending the 
odyssey with some practical advice for those engaged in contemporary patent practice 

Double Patenting: The Policy Imperative For It Yesterday, Today, and Forever 

When the Uruguay Round Agreements Act became law, some in the patent 
profession look the view that the double patenting doctrine would whither or, better 
pertiaps, could be shot dead by the courts Why have an arcane set of rules designed to 
prevent an unjustified eNtension of patent rights through the issuance of multiple patents 
if /xiietii terms fixed based on the original filing date of the /xiteni applicaiton all but 
eliminated any possibility for such a timewise exiensioiP 

The question, however, fails to account for the core issue mandating a judicial 
doctrine in the first place The core issue addressed by double patenting is sometimes 
characterized as the “unjustified timewise extension of patent rights ” However, there is 
a much more sinister side to “double patenting” that mandates its application even absent 
any timewise extension The central problem of a U.S. patent world without a double 
patenting law is that it would pennit a proliferation of patent monopoly rights for nearly 
identical subject matter could be separately owned and independently enforced 

The 20-year patent term clearly removed some issues of unjustified timewise 
extension of patent rights Howwer, it did nothing to lessen the consequences arising 
from this core issue Absent a vigorous doctrine of double patenting, multiple patents on 
patentably indistinct inventions could be validly granted and, 
thereafter independently owned by multiple persons - each of 
whom would hold fully and separately enforceable rights. A 
simple example suffices to demonstrate the necessary vitality 
for a contemporary doctrine of double patenting Assume an 
inventor files an array of 100 identical patent applications on 
the same day, each with a single claim The claims in the 
applications are all of dilTering scope, but can be lined up 
from broadest to narrowest like a nesting set of Russian dolls The inventor issues the 
various patents, one after the other - from narrowest to broadest As the respective 
“nested Russian doll” claims issue, the inventor could sell each patent to a different party 
and each patent could be validly enforced against anyone who infringed the first-issued 
patent - absent die constraints on ownership arising from double /xiienting laiv 

The one invariant feature of double patenting law is that a member of the public 
who, absent rights under a patent, would infringe the patent should not bear the burden of 
obtaining rights under a second and the subsequent patents unless the patented inventions 
at issue are patentably distinct Allowing one inventor to nest claims from narrow to 
broad in a series of two, five, ten, twenty or even 100 separate patents would be 
unworkable for the public if it meant dealing with 100, twenty, ten, five or even two 
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different owners of independently valid patents. Anyone practicing an invention that fit 
into the Russian doll in the center of the nest would be outraged. Hence, double 
patenting is here to stay -forever. 

Double patenting is ultimately grounded in the insanity of a patent system that 
would allow a single entity to endlessly proliferate valid patents for the same patentable 
invention. It is this insanity that creates the secondary problems - the potential for 
harassment of the public by independent owners of double patents and, secondarily, the 
potential for an unjustified timewise extension of a patent monopoly. 

The 19"' Century Law of Double Patenting — Pre-”Non-Ohviousness’’ Double 
Patenting 

For over 1 00 years, from 1 850 to 1952, the Supreme Court required that valid 
patents could only exist where there was “invention” or “patentable novelty” over the 
prior art. Mere “technical novelty” required under the “new and useful” rubric of the 
patent statute was insufficient if the new invention could nonetheless be viewed as the 
work of a routine mechanic. Hotchkiss v. (ireemvood, 52 U.S. 248 (1850). 

The amorphous test of “invention” produced a no less amorphous notion of 
“double patenting.” The doctrine got its start in the post-Hotchkiss era in the Supreme 
CoutX Atdsion, Miller V. Eagle Manufacturing, 151 U.S. 186(1894). The Supreme Court 
held that the second of two related patents of the same inventor that had been serially 
awarded was void. 

The facts of Miller involved the remarkably ancient practice of voluntarily 
dividing an originally filed patent application into two separate applications so that the 
two patents eventually issued on an identical patent disclosure. The obscurity of the 19'*' 
century double patenting doctrine is best evident from looking at the patent claims that 
confronted the Supreme Court m Miller. The earlier-issuing patent claimed essentially a 
“spring” that was configured in such a manner as to accomplish the following function 
(claim 1): 


In combination with [1] a vertically-swinging beam 
or drag bar, [2] a spring substantially as described and 
shown, arranged to urge the beam downward when in 
action and urge it upward when it is lifted above the 
operative position. 

Claim 1 of the later-issuing patent, explicitly to a “cultivator,” appeared as 
follows: 


In a cultivator, the combination of [1] a vertically- 
swinging drag bar or beam and [2] a lifting spring which 
acts with increasing force or effect on the beam as the latter 
rises, and vice versa. 
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The originally issued patent would in today’s parlance contain a “picture claim” 
in the sense of apparently limiting the patent embodiment described - not merely to a 
spring, but to the cultivator with the spring arrangement set out in the figures and text of 
the patent. The second-issuing patent, in contrast, appears to encompass any spring 
arrangement in a cultivator to which a spring is arranged for ‘lifting” the drag bar of the 
cultivator. 

Defining the parameters of an 1 894 double patenting doctrine for a contemporary 
patent practitioner is difficult. The idea of “non-obviousness” was entirely unrefined 
compared to contemporary patent law. Moreover, the concept of claiming itself was far 
less developed - the claims in the patent would likely not pass must under the current 
norms of practice. The ideas of “distinct claiming” and the ability to parse claims simply 
into elements and limitations to detennine if one claim stood as an obvious variation of 
another was far less developed.^ 

The Supreme Court appeared to use a combination of modern tests for restriction 
practice under 35 U.S.C. §121 (the “independent and distinct invention” test) to find 
double patenting. In its effort to apply non-obviousness-like considerations, the Court 
stated that it “did not involve patentable novelty to drop or omit from the [later-issuing] 
patent a claim for the depressing action of the spring arrangement which might be 
effected by any mere mechanical contrivance.” 151 U S. at 200 (emphasis supplied). 
Separately, the Court presaged the modern statutory test of 35 U.S.C. §121 by noting that 
a second patent could have been justified if the later-issuing claim “is clearly distmct 
from and independent of, one previously patented.” 151 U.S. at 199 (emphasis again 
supplied). 

Besides a “patentable novelty” {i.e., non-obvious variation), and a “distinct from 
and independent of’ (i.e., independent and distinct invention) test for assessing whether 
an inventor’s own later-issuing patent might escape double patenting, the 19^'’ century law 
recognized yet a third exception. The third exception was based upon the order of 
invention. If different inventors had made both inventions and sought both patents in 
otherwise the same manner as the same inventor had done, would both patents have 
validly issued baaed iipon the order of inventiorfl 

The third exemption from double patenting was based upon the realization that an 
inventor patenting both a basic innovation and a later-discovered improvement was not 
normally to be barred from patenting both inventions separately - since different 
inventors would readily be able to do so if the improvement invention was patentably 
novel over the basic innovation. 

The seminal case holding that the double patenting rules must account for the 
order of invention was Thomson-Houston Electric Co. r OhioBrass, 80F. 712(6thCir. 
1897). In this appeal, two inventions had been made by the sole inventor Charles I. Van 


^ The invenlor was then, as today, required to ‘"particularly point out and distinctly claim the part, 
improvement, or combination which he claims as his invention or discovery Sec. 26, Patent Act of 1 870, 
Cliapter 230, 16 Stat. 198-217. 
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Depoele - one a basic and fundamental invention, the other an improvement. Two Van 
Depoele patent applications had been filed a year apart - first one for the basic invention, 
then later one for the improvement. The two patents issued. While the improvement 
patent issued less than three months after the later application for patent was filed, the 
patent for the fundamental discovery languished in the Patent Office for just over three 
years. 


In this appeal Judge Taft, later to become Chief Justice, was asked to find that, for 
the earlier-made fundamental invention, “if, by some chance, the application for the 
fundamental patent is delayed in its course through the patent office until a patent on the 
avowed improvement has issued, then the patent on the improvement on the fundamental 
invention is void.” 

Judge Taft noted that this could not and should not be the patent law because of 
the nonsensical harshness of such a result, noting that “where the delay in the issuing of 
the patent for the main invention cannot be charged to the laches or fraud of the patentee, 
such a rule would be a hard one; and unless it is required by the express words of the 
statute, or by the express holding of the Supreme Court, we should be inclined, if 
possible, to avoid declaring it to exist.” 

The Sixth Circuit held the patent entirely valid and free from double patenting. 
The result - at least where the basic patent and the improvement patent represented 
inventions of the same inventor, but for which separate patents are sought separately - 
should be the same as though invented by different entities. Thus, where the “order of 
invention” would demand that separate and valid patents would be granted to different 
entities, the same inventors could have both patents entirely free from double patenting. 
Hence, an improvement patent cannot impact the validity under double patenting rules 
for an earlier-sought patent for the basic discovery upon which the improvement was 
built. 


The decision in Ohio Brass produced a 19* century corollary. If the “order of 
invention” test was relevant for inventions such as the Van Depoele inventions where 
neither patented inventions represented prior art to the other, the same outcome must 
apply a fortiori to any situation where the improvement patent faced the patent on the 
fundamental invention as prior art. In this situation, failing to apply the Ohio Brass rule - 
requiring a look at the respective dates of invention - would have produced not merely a 
harsh result, but a ludicrous one. The inventor would be barred, except upon forfeiture of 
a patent for a basic invention, of patents for improvements - unless the inventor were 
willing to delay issuing the patents for the improvements until all aspects of the basic 
invention had been patented. 

The 19* century saw the parameters of double patenting set in place. The law of 
double patenting impacted - as today - on claims to subject matter that, while not 
identical in scope, could nonetheless not be pemiitted to proliferate through separate and 
independent patents. While the law might apply harshly to an inventor voluntarily 
dividing an original patenting application into separate pieces to gain separate patents, it 
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did avoided such a harsh result for clearly separate inventions of an inventor for which 
separate patents were sought. 

Under the 19‘’' century double patenting law, gaining a second patent could 
require the later-issuing patent be directed to an independent and distinct invention from 
the original patent or be regarded as double patenting. The law could require that the 
later-issuing patent be limited to subject matter of “patentable novelty” or be lost to 
double patenting. However, it did not conflict with one fundamental notion of the patent 
law - a later-made improvement invention translated into a patent application separate 
from the application for the fundamental invention on which it was based, could not 
invalidate the patent to a basic invention invented earlier, but ultimately issued as a patent 
later. 

The Pre-1 984 Law of Double Patenting - The 1967 Official Gazette Notice 

Once non-obviousness was codified in 1952, the C.C.P.A. was ultimately able to 
define a coherent body of “obviousness-type double patenting law. Its most important 
feature was a “safe harbor” in which all potential double patenting issues were avoided. 
The touchstone of the “safe harbor” test was whether a second-issued patent was 
claiming an invention “non-obvious” - i.e., not an “obvious variation” over each of the 
claims of the earlier-issued patent. 

The safe harbor applied equally to patents sought separately and to patents 
resulting from the division of a single patent application. Further, the safe harbor did not 
depend upon the order of invention for the two patents or issues such as laches or other 
delays in issuing of the second patent relative to the first. 

A second important landmark in the emerging clarification of double patenting 
law was a 1967 U.S. Patent and Trademark Office notice on the reach of double patenting 
law. With a non-obviousness requirement in the statute and the standard for prior art to 
be used in determining non-obviousness likewise defined in the patent statute, the patent 
statute itself defined circumstances where two patented inventions were patentably 
distinct and the methodology for making that determination. The PTO took advantage of 
this framework in its notice - finding a way to elegantly limit the need to address double 
patenting. 

The PTO’s seminal Official Gazette Notice on the reach of double patenting law 

stated:^ 


The term “double patenting” is properly applicable 
only to cases involving two or more applications and/or 
patents of the same inventive entity and should not be 
applied to situations involving commonly owned cases of 
different inventive entities. . . . 

In situations involving cases filed by different 


- “Double Patenting” (834 O.G. 1615, January 9. 1967). 
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inventive entities, regardless of ownership Sections 102 and 
103 of 35 U.S.C. preclude the granting of two or more 
patents when directed to identical inventive concepts or 
when one of the concepts would be obvious in view of the 
other. 

The notion that every pair of patents and/or patent applications of different 
inventive entities could not produce double patenting was predicated, however, on the 
notion that the provisions of 35 U.S.C. §§102(g)/103 would invariably result in one of the 
pair being prior art to the other of the pair so that the non-obviousness requirement would 
always assure that no two patents of different inventive entities would lack patentable 
distinctness. The corollary to Ohio Brass had thusly become the uniform practice of the 
PTO by 1967. 

In 1973 the C.C.P.A. expressly ratified a key tenet of the 1967 notice. The court 
put to rest any possibility that a pair of patents, even if commonly owned, might claim 
merely patentably indistinct inventions. In its decision In re Bass, 111 USPQ 178, 474 
F.2d 1276 (CCPA 1973), the court held unequivocally that, “the prior invention of 
another who had not abandoned, suppressed, or concealed it, ... which include[s] the 
disclosure of such invention in an issued patent, is available as ‘prior art’ within the 
meaning of that term in §103 by virtue of § 102(g).” 

By 1982, the C.C.P.A. had expressly ratified the Ohio Brass corollary and the 
PTO’s observation that it was the unique ability of a single inventive entity to evade all 
prior art except the “one-year statutory bar” provisions of 35 U.S.C. §102(b) that gave 
rise to any possibility of double patenting. As noted by In re Foul, Mishkin, and 
Roychoudhury, 213 USPQ 532, 675 F.2d 297 (CCPA 1982), this narrow circumstance 
arises because the “by other” and “of another” limitations on statutory prior art in 35 
U.S.C. § 102(a), (e), and (g) meant that an inventor’s own work was not invariably “prior 
art” to that inventor; 

Absent a statutory bar under 35 U.S.C. §§102(b), (c), or 
(d), an applicant’s own invention cannot be “prior art” to 
him. However, applications having the same inventor and 
claiming the same invention are subject to rejection for 
double patenting. In contrast, if the inventors are different, 
no such rejection can be made, rather, an interference is in 
order. (Emphasis supplied.) 

213 USPQ at 535. 

Thus, the potential issues of double patenting fell entirely on an inventor, such as 
in Miller v. Eagle, who sought multiple patents - typically by aM/Z/er-type “voluntary 
divisional” application or by some other use of the “grace period” that eliminated the 
inventor’s own prior inventions from prior art unless captured by 35 U.S.C. §102(b). 
Patents of different inventive entities - whether commonly owned or owned separately - 
could not be sanctioned for double patenting. In every such case, one of two such patents 
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would be prior art to the other. Unless the two patented inventions were patentably 
distinct in the first instance, the later-invented of the double patents could not validly 
issue in the first place. 

As the law of double patenting coalesced around a single inventive entity seeking 
to divide patentably indistinct claims among multiple patents, the C.C.P.A. refined three 
distinct circumstances in which the courts should conclude that no double patenting 
existed."* The seminal holdings of the C.C.P.A. that moved the IQ**' century double 
patenting law into the 20**' century were — 

• In re Stanley, 102 USPQ 234, 214 F2d 151 (CCPA 1954). The Stanley exclusion 
from double patenting applied to two patents respectively directed to a basic 
invention and later-made improvement invention that could not have both been 
reasonably or readily claimed in a single application for patent. Stanley 
effectively carried the Ohio Brass holding forward. Under pre-1984 U.S. patent 
law, the Stanley exclusion effectively guaranteed that double patenting could not 
exist between two claims of different inventive entities since they could never be 
made the subject of a single application for patent. 

• hire Vogel, 164 USPQ 619, 422 F2d438 (CCPA 1970). The fogc/ “safe harbor” 
from double patenting applied whenever a later-issued patent does not claim an 
“obvious variation” of any claim in an earlier-issued patent. The Vogel exclusion 
was crystallized in a decision that provided a comprehensive restatement of the 
law of “obviousness-type double patenting” in which the C.C.P.A. held that no 
double patenting can exist where non-obviousness for the later-issuing patent has 
been established given that the claims of the earlier-issuing patent were treated as 
the equivalent of prior art. 

• In re Schneller, 158 USPQ 210, 397 F.2d 350 (CCPA 1968). The Schneller 
criterion for double patenting applied to two patented inventions that were or 
could have been originally claimed in a single application for patent and failed to 
meet the “independent and distinct” invention test for restriction. The Schneller 
holding represented the C.C.P.A.’s adaptation ol Miller v. Eagle to the 1952 
Patent Act’s codification of the requirement for restriction in 35 U.S.C. §121 - if 
the U.S. Patent Office did not and would not properly have issued separate 
patents, then the involved patent claims represented double patenting. 


^ For applications filed before the 1 967 Official Ga/ctte notice, inventions of different inventors were 
sometimes treated as though made by tlte same inventor in order to inv'oke “obviousness-Wpe double 
patenting.” This analytical approach appeared to be ased because no statutory prior art was applied to 
pemiit a statutory' determination of patentable distinctweness to be made. The Federal Circuit has explained 
these appeals as ones tliat “treated coimnonly-owned appheations by different inventors as though they 
were filed by tlie same iiwentor, and then relied upon the doctiiiie of double patenting of the obviousness 
type to deny a second patent on subject matter not patentably distinct from the claims of the first patent.” 
in re Longi et at. 225 USPQ 645. 659, 759 f2d 887 (fed. Cir. 1985). 
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Hence, a practitioner seeking a second patent on an invention of the same inventor 
potentially had three separate bases for avoiding double patenting and could, given the 
facts, serially argue: 

• Not an “obvious variation. ” No claim in the application was an obvious variation 
(cf 35 U.S.C. §103) of any claim in the earlier-issued patent. 

• Frior-issued patent to a later-made improvement . The earlier-issued patent was 
for a later-made improvement invention that could not have been reasonably 
claimed together with the pending application’s claim for the earlier-made basic 
invention. 

• Independent and distinct inventions. The claims in the application and the earlier- 
issued patent represent independent and distinct inventions (35 U.S.C. §121).’ 

The Exclusion from Double Patenting For Basic Inventions 
AND Improvement Inventions - The Doctrine of In re Stanley 

The C.C.P.A. decided Stanley shortly after the enactment of the 1952 Patent Act. 
The court was squarely faced with the issue of whether an earlier-issued improvement 
patent produced double patenting when a later-issued prior art patent of the same 
assignee issued. 

The C.C.P.A. applied an ancient rule from In re Calvert, 91 F.2d 638, 38 USPQ 
184 (CCPA 1938), barring the application of the same inventor’s improvement patent, 
even if earlier issued, from being cited for double patenting purposes against the 
inventor’s later-issuing patent for a basic discovery. In Stanley, the C.C.P.A. described 
how basic/improvement patents were to interface with double patenting. So long as the 
improvement patent claims were limited to the specifics of the improvement, the second 
patent to the generic invention was excused from possible double patenting; 

[In Calvert] the appellant had filed his application 
on a broad invention, and about four months later filed an 
application on an improvement over the broad invention. A 
patent first issued on the improvement, the claims of which 
were then used to reject the claims to the broad invention. 

The sole issue before this court was the rejection on double 
patenting. We reversed the Board of Appeals because we 
were of the opinion that the claims of the patent required 


' Arguably, Ihc Schneller exclusion from double patenting is of no more than theoretical interest or 
importance. First as described below, in Schneller double patenting w'as found to exist because the 
inventions at issue were not independent and distinct. Second, the " independent and distinct’ test is 
probably swallow ed whole by the ""obvious variatioii’ test - if it is sufficient for the second patent to avoid 
any claim to an " obvious variation,” why engage a more demanding test to establish that a ‘"distinct’ 
inv^ention is also ‘‘independent?” 
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the presence of a specific element not found in the claims 
to the generic invention. 

38USPQat239. 

The rule in Calvert^ as the C.C.P.A. noted, was necessitated by the need not to 
prejudice the common assignee who obtained both patents to an earlier, prior art 
invention, but first patented a later-filed, later-made invention directed to a non-obvious 
improvement. The Stanley court noted that this exact issue had arisen in In re Howard, 
759, 53 F.2d 896, 1 1 USPQ 280 (CCPA 1932). A common assignee owned both the 
improvement invention of Howard and the earlier-made, but later-filed invention of 
Peiler. Applying the principles of prior invention law, the C.C.P.A. determined that it 
must effectively treat this pair of inventions as though they were not commonly owned. 
Doing so, the dates of invention indicated patentable distinctness and this patentable 
distinctness precluded application of double patenting principles: 

Certainly, if we were not confronted with a 
common assignee of both inventions, upon the record 
before us, Howard would clearly be entitled to the 
allowance of the claims in issue, as an improvement in the 
invention patented to Peiler, as Peiler in his affidavit 
impliedly disclaimed being the inventor of such 
improvement, even though it was described in his 
application, and also because his application was filed later 
than that of Howard. Miller r Eagle Marmfaciuring 
Company, 151 U.S. 186. If, in such case, an interference 
had been declared upon the two applications, upon the 
record made an award of priority would have been made to 
Peiler upon claims [to the improvement] of his application, 
and an award to Howard upon the claims here in issue. 

11 USPQ at 283. 

The court made clear that insofar as basic invention and improvement inventions 
were concerned, there was no double patenting if the improvement patent claims were 
non-obvious - the only circumstance in which two valid patents could have issued in the 
first instance. In disposing of the possibility of double patenting, the court indicated that 
the Howard-WVe “interference test” would produce two valid patents by separate owners 
and, therefore, a common owner could a forliori not be denied both patents: 

[Ajppellants were the inventors of the generic 
invention as defined in the appealed claims. The [earlier- 
issued patent granted on the] Truitt application was not 
filed for more than two years after the filing of the instant 
application, and was limited to an improvement over the 
generic invention. All of the claims in the Truitt patent are 
limited to that improvement and none of those claims are 
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readable on the appellants’ disclosure. Further, were it 
possible to declare an interference between the patent and 
the application, there is no doubt that appellants would be 
awarded priority of the broad, generic claims while Truitt 
would be awarded priority of the specific improvement, of 
which he is the inventor. Also, it is obvious that the 
assignee is not fully protected, in the matter invented by his 
assignors, by the specific patent to Truitt. 

We are of the opinion that the appealed claims are 
distinguishable from the patent claims in that the 
improvement is limited [in a specific respect], while no 
such limitations are found in the appealed claims. ... We 
are of the opinion that the generic invention is not rendered 
unpatentable by the fact that a prior patent has been issued 
on a distinct improvement of that invention. 

102 USPQ at 240. 

Even if the earlier-issuing patent to the improvement was improvidently issued 
because the improvement might not be deemed a patentably distinct invention, that alone 
could not establish double patenting based on the subsequent issuance of a patent on the 
earlier-invented, basic innovation: 

If there is no patentable distinction between the 
appealed claims and the Truitt claims it would appear that 
the patent should not have been issued. We would not 
favor denying appellants their patent because of an error 
made by the Patent Office, if such an error were in fact 
made. So on this basis we also believe that appellants 
should be allowed their claims. 

102 USPQ 241. 

Another important C.C.P.A. decision that cemented this line of authority was In 
re Borah, 148 USPQ 213, 354 F2d 1009 (CCPA 1966). InBorah, the C.C.P.A. noted 
that a later-filed application for an improvement, made fewer than six months from the 
filing of the patent for the basic invention of the same inventor, was nonetheless not a 
situation in which double patenting existed - if the claims of the earlier-issuing 
improvement patent were strictly limited to the improved combination. Of greatest 
interest in Borah is the C.C.P.A.’s explicit rejection of a “could have been filed together” 
standard for determining whether or not the Stanley rationale would hold. The Solicitor 
of the Patent Office had urged the C.C.P.A. that the six months difference in filing of the 
two patent applications surely meant that both the basic invention and the improvement 
could have been filed together in a single application for patent, there being no diversity 
of inventorship or infirmity based upon intervening prior art: 
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Upon developing his improvements of the basic 
apparatus, appellant had the clear choice of (1) filing a 
continuation-in-part application to include both the basic 
subject matter and the improvements or (2) fding a separate 
appiication on the improvements. The former course was 
indicated if there was any question as to whether the 
improvements were separately patentable. The latter 
course was proper only if appellant had no doubts as to the 
patentable nature of the improvements and was willing to 
defend that position on the merits. By choosing to file a 
separate application, appellant assumed the risk of the 
possible issuance of that patent before an issue was 
reached on his earlier application, and the consequent risk 
of possible loss of the broader proleclion .sought in Ihe 
basic application claims. 

148USPQat218 

The C.C.P.A. rejected this notion foursquare and reaffirmed what both Calvert 
and Stanley indicated was a necessary consequence of having an improvement come after 
the filing of a patent application on a basic discovery. As long as the earlier-issuing 
patent claims are limited to the later-made improvement, a later-issuing patent for the 
basic invention is not double patenting. 

The basic innovation in Borah was the combination of “ABC” with “UL,” i.e., 
“ABC+UL.” The later improvement by Borah was adding “Y” and/or “Z” to this 
innovation, i.e., “ABC+ULt-Y” and “ABC+ULt-YZ.” Having been issued claims to 
these more specific improvements, there was a later-issuing patent more broadly claiming 
“ABC+UL.” Was the broader patent a double patent given that it would entirely dominate 
the patented inventions “ABC+UL+Y/Z”? Rejecting that the “omission” of elements 
Y/Z in the improvement would render obvious the basic innovation in “ABC+UL,” the 
court indicated that the test of obviousness for double patenting, as in Stanley, needed to 
be done in the apparent order of invention: 

[T]he omission of an element [Y or Z] known to be 
present in a structure ... is not a question involved in the 
[double patenting] issue. The obviousness issue turns on 
the addition of structure [Y and/or Z], the obviousness of 
the improvement defined in the patent claim 
[ABC+UL+Y/Z], not the obviousness of the basic structure 
[ABC+UL], given the improvement as prior art, which it is 
not. The board, moreover, seems to be applying the well- 
known negative test for patentability, namely, that it cannot 
be based on the mere omission, //'om a prior art structure, 
of an element together with its function. We have no prior 
art here. [Emphasis in original.] 
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213 USPQ 221 

The pre-1 984 patent law did, thus, evidence a finn respect for the separate 
patentability of basic and improvement inventions, without implications of double 
patenting, whether separately owned, separately invented, or the common invention of a 
single entity, including situations where a reasonable basis for seeking patents separately 
existed. 


The Existence of Double Patenting Where Division is 
Voluntary and the Divided Inventions Are Not Independent 
AND Distinct, In re Schneller 

The C.C.P.A. decision Schneller represents a counterpoint to the basic 
invent! on/improvement invention paradigm Stanley and its more contemporary 
progeny such as Borah. In Schneller, as in Calvert and Borah, there was originally only 
one inventor. However, unlike in Calvert and Borah, only one patent application was 
filed. Moreover, there was originally only one set of claims to an apparatus filed in the 
single patent application. Further, the single patent application depicted the invention 
being claimed by a single patent drawing. In short, the facts oi Schneller afforded no 
basis for any possible inference that the inventor had devised a basic invention from 
which a later improvement had been made. Indeed, based upon the facts in Schneller, it 
is difficult to imagine separately seeking patents for a basic invention and an 
improvement. 

In contrast, by voluntarily dividing the patent application in two, Schneller sought 
to claim what appeared to be but a unitary apparatus depicted in the patent drawing 
through a contrivance of different comhinations of claim limitations . Because there was 
only a unitary apparatus that, based upon any reasonable inference, could only have had a 
single invention date (however differently claimed), the C.C.P.A. could not apply the 
Stanley doctrine. Instead, it reached a simple holding that equated double patenting in 
this circumstance to everyday restriction practice, holding that: 

The public policy considerations underlying 
35 U.S.C. §121 permit separate patents on “independent 
and distinct” inventions which are initially “claimed in one 
application.” The statute places initial responsibility for this 
determination on the Commissioner of Patents. Where, as 
here, no such determination has been made, it is necessary 
to scrutinize carefully an applicant’s voluntary alleged 
determination of this issue for it can lead to the improper 
proliferation of patents on the same invention with the 
inherent result of extending timewise a patentee’s right to 
exclude others from the invention disclosed in the original 
application and on which his patent has issued. 

158 USPQ 214-215. 
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It would appear from Schndlcr that in any circumstance where it would not be 
reasonably possible to reasonably apply the Stanley criteria that one patented invention 
was chronologically prior art to a later improvement, e.g., whenever the claims were 
sought initially in the same application for patent, then double patenting would exist 
unless the statutory test for restriction were satisfied - the respective inventions claimed 
in the two patents must be deemed independent and distinct or they are double patenting. 

The Schneller test for double patenting is profoundly different from the 
assessment done in Stanley. Most profoundly, however, the juxtaposition of Stanley and 
Schnetter make crystal clear that it is how inventions are made and how patents for them 
are sought that can determine when two patented inventions are double patenting. 

Simply twist the Borah facts slightly so that the initial discovery of Borah was the 
combination of ABC+UL+Y/Z, for which a single patent was initially sought with claims 
for ABC+UL, ABC+UL+Y, and ABC+UL+YZ. If the claims to ABC+UL were then 
voluntarily divided out - the Schneller facts as twisted - then the earlier issuance of a 
patent from the original application would subject the ABC+UL claims to the 
“independent and distinct invention” test with respect to the earlier-issued patent claims 
to ABC+UL+Y and ABC+UL+YZ. Undoubtedly, the Schneller rationale would have 
commanded that the result be reversed and double patenting be found to exist. 

Similarly, following Stanley, if any inventor established that a generic invention 
was made earlier and a non-obvious species was discovered later, the issuance of a patent 
for the species invention could not represent double patenting with respect to a later- 
issuing patent for the genus. However, under Schneller, the precise same pair of patents 
would represent double patenting if the application record could not create any inference 
as to which invention came first. 

Indeed, if the inventor first discovered the species and used that as a step in the 
definition of the genus, then there would be every reason in law and in logic to apply a 
double patenting rule. Applying a Y/a«/e>’-like “invention date” assessment would simply 
mean that the two inventions should not both be patented. Even the pseudo-interference 
criteria used by the court in Stanley would lead to the conclusion that the species claim 
should issue, but no separate award of priority should be made for the genus claims - 
precluding them from being separately patented. 

The moral of the double patenting story - at least up to the end of the 1960’s - 
should have been for inventors to be wary of how they seek patents because of the 
bearing on how double patenting would apply. 

A “Safe Harbor” - The Vogel Standard Applies Whenever the 
Later-Issuing Claims Define a Non-Obvious Variation on the 
Earlier-Issued Patent Claims 

It should be obvious that attempting to look at a prosecution history and 
determine whether a Stanley analysis or a Schneller analysis should apply to identical 
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claim sets in two patents could prove complex, fact-intensive, and particularly 
burdensome. Fortunately, a double patenting “safe harbor” was created by the C.C.P.A. 
in 1969 that obliterated this complexity in most instances. This “safe harbor” was the 
adoption of the “non-obvious variation” test that, if met, obviated the need to undertake 
either a Schneller- or a 6’to«te>’-type anaiysis. The test was simply, legal, and objective: 
were the claims of the later-issuing patent a non-obvious variations of each of the claims 
of the earlier-issued patent? If so, no double patenting existed. 

The C.C.P.A. decision most clearly announcing the “safe harbor” rule was Vogel. 
After distinguishing so-called same-invention double patenting under the statutory 
requirement of 35 U.S.C. §101, the Vogel court proceeded to define the obviousness-type 
double patenting test applicable under judge-made law and its relationship to the patent 
specification in which the claim arose: 

Does any claim in the application define merely an 
obvious variation of an invention disclosed and claimed in 
the patent? We recognize that it is most difficult, if not 
meaningless, to try to say what is or is not an obvious 
variation of a claim. A claim is a group of words defining 
only the boundary of the patent monopoly. It may not 
describe any physical thing and indeed may encompass 
physical things not yet dreamed of How can it be obvious 
or not obvious to modify a legal boundary? The disclosure, 
however, sets forth at least one tangible embodiment within 
the claim, and it is less difficult and more meaningful to 
judge whether that thing has been modified in an obvious 
manner. It must be noted that this use of the disclosure is 
not in contravention of the cases forbidding its use as prior 
art, nor is it applying the patent as a reference under 
35U.S.C. §103, since only the disclosure of the invention 
claimed in the patent may be examined. 

164 USPQ 622 

The standard in Vogel has clearly eclipsed the application of Schneller - any 
inventor establishing that the later-issuing patent was for a non-obvious variation would 
not need to resort to the tougher hurdle of meeting an “independent and distinct 
invention” test. Similarly, any inventor claiming an obvious variation on an earlier- 
issued patent claim would have little hope that the two claimed inventions could be found 
to be mutually independent and distinct. 

This did not, however, mean that the analytical dichotomy of Schneller and 
Stanley would not continue to apply, depending critically on how the claimed inventions 
had come to be patented. Indeed, an identical pair of patent claim sets could be either 
independently valid under Stanley, or double patenting under Schneller, if the claims of 
the later-issuing patent could not dock in the safe harbor of Vogel. 
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The Pre-Lilly Law of Double Patenting — The Impact of the Patent Law Amendments 
Act of 1984 

By the end of 1983, neither the U S. Patent and Trademark Office nor the courts 
nor patent litigants needed to worry about double patenting except in the narrow 
circumstances where the same inventive entity had managed to procure two or more 
patents. Even then, the law of double patenting was limited, especially if circumstances 
dictated - or made it plausible - for the two patents to be separately procured. 

However, the flipside of the limited role for double patenting was the expansive 
role of non-obviousness. While an inventor’s own work (including patents on related 
work) was not prior art to the inventors themselves, it was prior art to the remainder of 
the universe, co-workers included. The patent community was willing, therefore, to trade 
less statutory prior art among inventions that would be owned by a common assignee for 
more double patenting - to reign in the impact of patents on what otherwise would be 
(potentially, at least) patentably indistinct inventions that could be freely alienated and, 
therefore, enforced by independent owners. 

A second, equally profound change was made in 1984. Instead of a single 
inventive entity being needed for every claim in a patent for any claim in the patent to be 
valid, the inventorship laws were changed. Henceforth, the named inventors on the 
patent would be the inventors, sole or joint, of at least one patent claim. 

The impact of these two changes on double patenting law would be profound. A 
vastly larger number of claimed inventions could be filed in a single application for 
patent simply by naming as inventors all the respective inventors in fact of the individual 
claims in the application for patent. Second, with no statutory test for patentable 
distinctness remaining where 35 U.S.C. §103(c) exempted certain commonly owned 
inventions as prior art, double-patenting principles would now be extended to all such 
commonly owned patents. As the House IP subcommittee stated in enacting the law: 

The Committee expects that the Patent and 
Trademark Office will reinstitute in appropriate 
circumstances the practice of rejecting claims in commonly 
owned applications of different inventive entities on the 
ground of double patenting. This will be necessary in order 
to prevent an organization from obtaining two or more 
patents with different expiration dates covering nearly 
identical subject matter. In accordance with established 
patent law doctrines, double patenting rejections can be 
overcome in certain circumstances by disclaiming the 
terminal portion of the term of the later patent, thereby 
eliminating the problem of extending patent life. 

Section-By-Sectiori Analysis ofH.R. 6286, Patent Law Amendments Act of 
1984, Congressional Record, Oct. 1, 1984, H10525-10529. 
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The U.S. Patent and Trademark Office immediately complied with the 
Congressional mandate to expand its practice of applying double patenting rules to the 
precise set of patent applications of common owners that were exempted from “prior art” 
under 35 U.S.C. §§102(f) and (g). (“The Patent and Trademark Office has withdrawn the 
Commissioners Notice of January 9, 1967, Double Patenting, 834 O.G. 1615 (Jan. 31, 
1967), to the extent that it does not authorize a double patenting rejection where different 
inventive entities are present. The examiner may reject claims in commonly owned 
applications of different inventive entities on the ground of double patenting. This is in 
accordance with existing case law and prevents an organization from obtaining two or 
more patents with different expiration dates covering nearly identical subject matter.” 
M.P.E.P. 804.03, Rev. 6.2). 

Now that the arcane issue of double patenting would arise whenever a portfolio of 
related patents was sought by a common assignee, how would the simple principles 
adapted for a law that related to what a single inventor might do in seeldng a multiplicity 
of patents be molded? Most particularly, what would become of doctrines, such as 
Stanley^ that could be universally applied to “different inventive entity” patent 
applications now that many such patent applications could simply be patented based on a 
common original application containing claims to inventions of the various inventive 
entities? 


The “Order of Invention” Analysis Gets a New Nomenclature 
Twist: InreBraat 

In a Federal Circuit decision in 1991, the court not only had the opportunity to 
revisit the pre-1984 rationale Stanley, Borah, and decisions of a similar ilk, but took 
the opportunity to explain in more detail a rationale for these decisions on 
basic/improvement inventions and double patenting. In its decision In re Braat, 1 9 
USPQ2d 1289, 937 F2d 589 (Fed. Cir. 1991), the court indicated: 

[A]n applicant (or applicants), who files 
applications for basic and improvement patents should not 
be penalized by the rate of progress of the applications 
through the PTO, a matter over which the applicant does 
not have complete control. ... In this situation, the order 
of issuance is, in effect, ignored, and the relevant 
determination becomes whether the improvement is 
patentably distinct from the generic invention. 

19USPQ2d 1292 

The Federal Circuit was hardly breaking any new ground in this analysis, but it 
did give a new face to the venerable Stanley doctrine, taking what had been an “order of 
invention” consideration - whether the improvement patent issuing first was in fact an 
invention made later - and naming it a right to have a “two-way tesf ’ for non- 
obviousness. The “two-way” test meant that, in addition to the Vogel “safe harbor” that 
avoided any consideration of relative inventions dates, the test for whether two patented 
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inventions were “double patenting” could be made by determining whether the first- 
issued patent was a non-obvious variation of the second-issued patent.*" 

One could engage in a number of analytical quibbles over this “two-way” test. 

The most obvious quibble is that the “two-way” test should be applied to test the first- 
issued patent for double patenting, not the second issued patent. The “second way” test 
for obviousness is really a test of whether the first-issued patent should have validly 
issued because a later-made improvement is no more than an obvious variation of a later- 
issued patent to a basic discovery. The prior issuance of the improvement patent, once 
the basic patent issued, may produce “double patenting.” If so, the first-issued patent is 
the one that should be deemed unenforceable absent continuing common ownership with 
the second-issued patent, not vice versa. 

Thus, the “two-way” test perverts the prior law of Ohio Brass, Stanley, Borah and 
other decisions that focus on the unfairness of calling a second-issued patent “double 
patenting” when the patent is for the an original or basic discovery that was later the 
subject of an improvement, but the improvement earlier patented. Testing the 
improvement for “non-obviousness” should not be necessary to decide whether the basic 
patent is “double patenting.” 

Under the facts of Braat, the two inventions that were made were characterized by 
the Federal Circuit as separate sub combinations, e.g., Braat claiming an earlier-filed B-C 
subcombination and a second inventor, Dil, claiming a later-filed A-B subcombination. 
Having the advantage of the discovery that both A and C would work with B, Dil also 
invented a third combination A-B-C. When the later-filed Dil patent issued claiming A- 
B-C and A-B, it self-evidently rendered obvious a dominating claim to the 
subcombination B-C. However, one could argue that a patent for B-C would not 
necessarily have rendered obvious either the separate invention of A-B or the more 
specific embodiment A-B-C. 


^ As if to reinforce its equitable point on tlie delays in the U.S. Patent and Trademark Office not being 
cliargeable to the applicant in producing an extension of the ‘ monopoly” created by two patents expiring at 
different Limes, the Federal Circuit cited a ccnturv' of precedent allcgcdlv supporting a “two-way” lest: 

Although flora/t is the latest authoiity' of wliich we are aw'are wliich 
stands for this proposition, it is certainly not the only one. See also In 
re Slanlev, 2 14 F.2d 15 1, 102 USPQ 234 (CCPA 1954); In re Calvert, 

97 F.2d 638, 38 USPQ 184 (CCPA 1938); Thomson-IIouston Elea Co. 

V. Elmira & Horseheads Ry. Co., 71 F. 396 (2d Cir.), cert, denied 163 
U.S. 685 (1896); Thomson-IIoii.'sron Elec. Co. v. Ohio Bras.'t Co., 80 F. 

712 (6tli Cir. 1897). In fact, Stanley is more relevant to the present case 
than is Borah, since Stanley deals specifically with connnonly -assigned 
inventions of tyvo co-yvorkeis. Borah approyod Stanley 
no tyvithsta tiding it extended protection for four years. See Borah, 354 
F.2d at 1017, 148 USPQ at 220. 

See footnote 3 at 19 USPQ2d 1292. 
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The Federal Circuit could not decide this appeal as it might have decided pre- 
1 984 double patenting issues of this type. Under the effective date provisions of the 
Patent Law Amendments Act of 1984, the 1984 Act was given essentially complete 
retroactive effect - “the amendments [of the 1984 Act] shall apply to all patents granted 
before, on, or after the date of enactment and to all applications pending on or filed after 
the date of enactment.” Dil and Braat now stood in the same posture for prior art 
purposes as though Braat had made both inventions - neither patented invention could 
stand as prior art to the other. Moreover, the U.S. Patent and Trademark Office could no 
longer allow the 1967 O.G. Notice to apply to these pre-1984 patent filings; Braaf s claim 
to B-C could be double patenting over the Dil patent in exactly the same manner as 
though Braat had previously and separately sought both patents. 

However, when the inventorship difference is thusly eliminated, the Braat case 
distills immediately to the facts of In re Borah in the sense that a patent is first sought in 
a pair of 1978 applications claiming B-C, followed by a 1979 patent application (issued 
in 1980 as a patent) for A-B and A-B-C. By clearly limiting the 1979 patent filing to the 
A-B-related subject matter, the dominating claim to B-C would escape double patenting. 

Thus, in 1991 in Braat was bom the novel notion that some double patenting 
issues could be surmounted only if they qualified for a “two-way” test. Worse, it was 
bom with the policy dicta that this new “two-way” privilege arose only because a patent 
applicant could not control the rate of prosecution of two commonly owned applications 
through the U.S. Patent and Trademark Office. 

The Braat Progeny- A “Two-Way” Test Only Where Filing 
AND Prosecution Justify the Privilege? 

The nomenclature in Braat concerning “one-way” versus “two way” double 
patenting eventually came to swamp the doctrine as it had developed over five decades of 
C.C.P.A. and Federal Circuit patent law. This tidal wave of confusion arose from a series 
of Federal Circuit decisions: 

In re Emert, 44 USPQ2d 1149, 124 F3d 1458 (Fed. Cir. 1997) 

The facts of Emert appear unremarkable. In July 1985, Emert sought a first patent 
(its ’624 patent), which issued in September 1989 - as a continuation-in-part of an 
application filed in September 1987. The claims of the issued patent were based upon the 
September 1987 disclosure. The claims related to the combination of A and B. The 
pivotal aspect of Emert’s invention claimed invention revolved around a substance “B”: 

In shorthand, the ’624 patent claims: “An oil 
soluble dispersant mixture useful as an additive 
comprising: [A and B].” Emert added component B to his 
disclosure as part of a continuation-in-part application filed 
on September 9, 1987. 

44 USPQ2d 1151 
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A second series of patent filings began in October 1986 and, following requests 
for an extension of time and the filing of two continuing applications and a response to a 
restriction requirement, first responded substantively to a rejection on the merits of the 
application in February 1990. After the declaration and termination of an interference on 
the application (its ’887 application), the application reached the Federal Circuit on a 
double patenting issue in 1 997 - eight years after the first patent had issued. The court 
characterized the invention in the patent filing from July as follow: 

In shorthand, the ’887 application claims: “An oil 
soluble dispersant useful as an oil additive comprising the 
product of a reaction mixture comprising: [Bi].” As to the 
relation between B and Bi, the dispersant claimed in the 
’624 patent [B] has amolecular weight of 700-1 150 
compared with 700-1200 in Bi of the ’887 application. The 
’624 patent’s B also has a functionality ratio of 1. 2-2.0 
compared with 1.3-1. 8 in Bi of the ’887 application. Emert 
claims that these very slight differences minimize 
interactions with other oil additives. 

44 USPQ2d 1151 

In sum and substance, Emert sought two separate patents related to the discovery 
of component B, one patent filing in October 1986 on one variant of “B” and a second 
patent filing in September 1987 - nearly one year later - on the combination of a second 
variant of “B” in combination with “A.” These post-1984 Act patent filings were 
commonly owned and named two common inventors. 

The Schneller doctrine was clearly implicated by Emert’ s conduct. Instead of 
putting all the component “B” new matter into a single continuing application so that, 
absent restriction, all the “B’’-related claims might have found their way into a single 
patent, Emert’s assignee divided the “B’’-related disclosure into two separate patent 
filings. If effect, Emert sought to patent aspects of a composition containing “B” variants 
in separate patents, depriving the U. S. Patent and Trademark Office of the ability to 
assess their independent and distinct nature. 

More importantly, the Stanley doctrine is nowhere implicated here. In Stanley 
and Borah, the original patent filing issued after a later-filed improvement patent had 
issued. The original patent filing of Emert actually was the first patent issued. 

Most importantly, the Vogel doctrine could not be invoked to avoid double 
patenting. Emert was not prepared to demonstrate that the claims in a later-issued patent 
would be a non-obvious variation of each of the claims in the earlier-issued patent. 

Thus, there was no conceivable basis upon which Emert could readily take 
advantage any of the traditional means of avoiding a conclusion of “double patenting” as 
announced by the courts over the preceding 100 years. Indeed, its Schneller-Wks conduct 
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suggested that its actions were unavoidably double patenting if it could not sail to the 
Vogel safe harbor. 

What Emert elected to do is make a contention nonetheless that a “two-way” test 
should apply, under the “two-way” linguistic formulation announced in Braat. Emert’ s 
specific contention appeared to be that the U.S. Patent and Trademark Office had erred 
because it declined “to use a two-way obviousness-type double patenting analysis ... 
finding that his delays slowed the prosecution of his application and caused the ’624 
patent to issue ahead of the ’887 application.” 

The Federal Circuit proceeded to make what theretofore would have been a 
largely irrelevant set of determinations as to the relative rate of prosecution during the 
critical period of “copendency” of the two patent filings: 

In the instant case, Emert had significant control 
over the rate of prosecution of the application. The ’887 
application was filed on October 16, 1986, and initially 
rejected on July 21, 1987. Emert’s subsequent actions had a 
direct effect on the pace of prosecution. First, Emert 
received numerous time extensions in various filings. More 
importantly, after the obviousness rejection in July 1987, 

Emert waited six months and twice filed a substantially 
similar continuation application. See Goodman, 11 F.3d at 
1053 (noting that patentee’s election to file a continuation 
in lieu of seeking an immediate appeal was evidence of 
patentee’s control over the pace of prosecution). Emert did 
not make a substantive response to the PTO for more than 
two years after the original rejection. In the meantime, the 
’624 patent issued. During the critical three-year co- 
pendent period of the ’887 application and the application 
for the ’624 patent, Emert was responsible for the delays in 
prosecution. 

44 USPQ2d 1152 

From this orchestration finding of fact, the Federal Circuit held the double 
patenting analysis was a “one-way” analysis: “Because Emert orchestrated the rate of 
prosecution for the two applications, this court applies a one-way analysis. Generally, the 
court must determine whether the claims in the application define an obvious variation of 
the claim in the earlier issued patent.” 

By overlooking a simple Schneller analysis, i.e., the fact that the applicant 
effectively elected to seek two patents instead of one made the existence of independent 
and distinct inventions the operable standard for double patenting, the Federal Circuit in 
Emert launched a novel inquiry - effectively precedent that would have left only fraud or 
laches in procuring the second-issued patent to allow the application of the Stanley 
doctrine. Most importantly, by failing to simply hold this was not a situation in which the 
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Stanley doctrine could apply, the injection of “rate of prosecution” into the Slanley-\>xong 
of the two-way test made a holding out of what should have been simply more dicta. 

InreBerg, 46 USPQld 1226, 140 F3d 1428 (Bed Cir. 1998) 

The claims sought by Berg had been divided between two patent applications 
filed on the same day. The claims of both applications were simultaneously allowed, 
except for the issue of double patenting. The patent examiner raised this issue in the 
Berg application he had pickup up second for examination, after allowing the earlier- 
examined of the two applications. 

The facts of Berg- might have led the U.S. Patent and Trademark Office and the 
Federal Circuit to immediately and decisively apply the rule in SchneUer that states 
voluntarily divided inventions must be independent and distinct to escape double 
patenting, unless the “safe harbor” of Vogel applies - the later-issuing patent will not 
claim any obvious variation of any claim in the earlier-issuing patent. The Schneller-Vke 
character of this appeal could not have been clearer. Had it done so, and nothing more, 
iheBerg appeal would have been as unremarkable as SchneUer itself. 

The Federal Circuit, however, decided it needed to address the scope of the “two- 
way” test and its application in an appallingly inaccurate characterization of the origin 
and scope of the test: 


Since Braat, many patent applicants facing an 
obviousness-type double patenting rejection under the one- 
way test have argued that they actually are entitled to the 
two-way test. The two-way test, however, is a narrow 
exception to the general rule of the one-way test. Indeed, 
the primary basis for the Braat decision - different 
inventive entities - was removed by the Patent Law 
Amendments Act of 1984 (the “1984 Acf’). Nevertheless, 
the notion survives that in certain unusual circumstances, 
the applicant should receive the benefit of the two-way test. 

The question then is: when? 

46 USPQ2d 1229 

Although the Federal Circuit was encouraged to decide this appeal based on the 
allegation that Berg controlled the rate of prosecution, the court affirmatively declined. 
Instead, it effectively noted that the Schneller-tike ability to file the claims in a single 
application - and, thus, the voluntary division into separate patent filings - was fatal to its 
claim that it somehow should be entitled to the Stanley/Borah doctrine: 

[W]e base our affirmance on the second stated 
rationale of the Board: because Berg could have filed the 
claims of its separate applications in a single application, 
and it simply chose to file two applications despite nearly 
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identical disclosures, Berg is not entitled to the two-way 
test. 


46 USPQ2d 1230 

The court’s opinion, however, later amplified the relationship between taking 
reasonable steps to file patent claims together so that the statutory provisions of 
35 U.S.C. §121 guide the multiplicity of patents: 

If a potential applicant is unsure whether it has 
more than one patentably distinct set of claims, the PTO 
advises that it file all of the claims as one application. 

Then, as examination proceeds, if the PTO determines that 
more than one distinct invention was claimed in a single 
application, 35 U.S.C. Section 121 authorizes the 
Commissioner to restrict the claims in the application to a 
single invention. See Manual of Patent Examining 
Procedure, 6th ed., rev. 1, Section 806 (“MPEP”) (where 
inventions are independent, restriction to one thereof is 
ordinarily proper; where inventions are reiated as disclosed 
but are distinct as claimed, restriction may be proper). If the 
claims are so restricted, one or more divisional applications 
can then be filed containing the claims that were the subject 
of restriction. When such a divisional application is filed, 
the PTO is prohibited from using the claims of the patent 
issuing on the application that prompted the restriction 
requirement as a reference against the claims of any 
divisional application. See 35 U.S.C. Section 121; see also 
MPEP Section 804.01. Hence, by filing all of its related 
claims in one application, such an applicant is protected 
from an obviousness-type double patenting rejection if the 
PTO later determines the applicant has submitted claims to 
more than one patentable invention. 

46 USPQ2d 1232 

The Berg appeal not only again confirmed the use of the analytical nomenclature 
of Braal, but added to the dicta surrounding the nomenclature. Now, in addition to “rate 
of prosecution” was the new presumption that the 1984 Patent Law Amendments Act 
would largely eliminate the need for a two-way test. - i.e., it represented a rarely needed 
exception given the nature and number of related inventions that could now be piled 
together in one patent application. This observation, had it not been mere dicta, would 
have overruled Borah. As noted above, the C.C.P.A. expressly rejected the PTO 
argument that the ability to capture both patented inventions in a continuation-in-part 
application precluded the application of the ,S'/a«fe>’-prong of the “two-way” test. 
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In any event the stage had now been set for the creation of a new era of double 
patenting law - one that would ask whether constraints on “two way” as interpreted by 
Braal, Emert, and Berg would permit the vitality of Stanley to survive the end of the 20'*’ 
century. 

Double Patenting in the 21^ Century: The Aftermath of I Ally v. Barr 

The double patenting holding in lAlly v. Barr is like no other - none from the 19**’ 
and none from the 20'*’ centuries. It concerned two Lilly patents that for the prior two 
centuries would have been entirely free from any double patenting inquiry. 

The first Lilly patent issued was a “species patent,” relating to a specific, non- 
obvious use. It issued to a Lilly inventor Stark on May 20, 1986. It claimed treating 
anxiety in humans by administration of an effective amount of the active ingredient in 
Lilly’s Prozac (fluoxetine hydrochloride). That improvement invention was made and 
patent for it sought in 1983. 

The second Lilly patent issued was a “genus patent.” It issued to a Lilly inventor 
Molloy in December 1986 - but traced its ancestry back to an original patent filing in 
1974 - some twelve years earlier. It claimed inhibiting serotonin uptake in animals by 
administration of the same effective amount of the same active ingredient. It represented 
the seminal discovery of Prozac’s mechanism of action. 

Thus, the relevant facts were these: the 1974 basic invention was eventually 
patented, but only after the patent had issued on a much later-made improvement 
invention had issued. Pure and simple, these two inventions did not amount to double 
patenting under the Stanley criteria. The same analysis applied under Ohio Brass, at least 
in the absence of fraud or laches by Lilly during the 12 years it took to gain the patent on 
Lilly’s generic discovery of serotonin uptake inhibition by Lilly. There was not even the 
issue of whether Borah applied in the sense that Lilly need not have sought to patent 
these inventions together. Since the Stark invention was made long after the Molloy 
invention had become prior art under 35 U.S.C. §102(a), (b), and (e), there was no basis 
for patenting the two inventions together. Indeed, since the beginning of time, this prior 
art relationship simply precluded the possibility of judge-made “double patenting” since 
the patent statute would be the referee for the question of patentable distinctness. 

Lilly had contended that double patenting could not lie in any situation where the 
patent statute alone assured that the two inventions would be patentably distinct. In other 
words, double patenting stepped in - as the U.S. Patent and Trademark Office had 
indicated in its 1967 O.G. Notice - only when neither invention was prior art to the other. 
Only in this circumstance could a question arise as to whether two inventions had been 
patented for the same or for distinct inventions. Indeed, Lilly noted, the application of 
double patenting principles would lead to the patently absurd result that two 
independently valid patents could issue to anyone except for a common assignee. 
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The Federal Circuit seemed entirely unaware that its holding fell outside all 
heretofore recognized nonns constraining the doctrine of double patenting. It did so by 
claiming to follow the holdings of the Federal Circuit after namely assessing 

whether a “one way” or a “two way” test of obviousness was applicable. This entire 
issue, however, merited only a footnote: 

A two-way double patenting test does not apply in 
this case. The two-way test is only appropriate in the 
unusual circumstance where, inter alia, the United States 
Patent and Trademark Office (“PTO”) is ‘'solely 
responsible for the delay in causing the second-filed 
application to issue prior to the first.” (emphasis added). In 
re Berg, 140 F.3d at 1437, 46 USPQ2d at 1233 (Fed. Cir. 

1998); see also In re Goodman, 1 1 F.3d 1046, 1053, 29 
USPQ2d 2010, 2016(Fed. Cir. 1993) (holding that PTO 
actions did not dictate the rate of prosecution when 
Goodman accepted early issuance of species claims and 
filed a continuation application to prosecute genus claims). 

Such circumstances are not present in this case, because the 
PTO was not solely responsible for the delay. . .. [A]n 
expert hired on behalf of Lilly in the matters of PTO and 
corporate intellectual property practice, in discussing claim 
7 of the ‘549 patent, stated: “[I]t is true that the claim could 
have been presented earlier... .” This statement indicates 
that the delay was not solely caused by the PTO. 

58 USPQ2d 1878 

In other words, the “rate of prosecution” issue would now preclude application of 
a “two-way test” in all but the most narrow of circumstances. The entire line of cases 
from Ohio Brass onwards that looked to the relative dates of invention to invoke what the 
Braat court called the “two-way tesf’ would now be ignored. 

Most shocking, however, was that double patenting would now infect two patents 
even if the two patented inventions were patentably distinct because the non-obviousness 
test operated, i.e., one of the two patented inventions was prior art to the other. Thus, for 
these types of inventions a new “double non-obviousness” requirement was to be 
imposed. 

The future of double patenting based upon the Lilly holding appears to embrace 
the following: 

• The analysis for double patenting must be applied to every pair of commonly 

owned patents. The notion that one of the two patented inventions being prior art 
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to the other invention obviated any possibility for double patenting was entirely 
dismissed.^ 

• The ancient constraint on double patenting as applied to a later-issuing basic 
invention after an earlier-issuing improvement patent issued has now morphed 
into a question of whether a “two-way” test can be invoked. 

• The “entitlement” to the “two-way” test is now limited to the situation where the 
PTO itself is not “solely responsible” for the delay in issuing the second patent. 
Presenting a claim later than the filing of the original application date - even in 
the absence of any direct evidence that the issuance of the patent was actually 
delayed - can suffice to demonstrate that the PTO did not bear sole responsibility. 

Double patenting, all but given up for dead after the Uruguay Round Agreements 
Act, has come back to a life of its own - with a vengeance not known for all 212 years of 
the U.S. patent system. 

Implications of the JAlly Holding for Patent Procurement 


The panel deciding the Lilly appeal was clearly aw are of the unprecedented ground into wliich it had 
walked. The posUire of the panel decision was as a replacement for an earlier panel decision deciding a 
different issue of double patenting that the en banc Federal Circuit had vacated. Judge Newman, however, 
dissented from the denial of the Federal Circuit to take the case en banc and to permit the second panel 
decision to stand; 


The judgeniade law of obviousness-type double patenting was 
developed to cover the situation where patents arc not citable as a 
reference against each other and therefore can not be examined for 
compliance with the rule that only one patent is available per invention. 
Double patenting thus is applied when neitlier patent is prior art against 
the other, usually beeausc they have a common priority dale. Sec 
Genera! Foods Corp. v. Stiidiengese/lschqft Kohle mbti. 972 F.2d 
1272, 1278-81, 23 USPQ2d 1839, 1843-46 (Fed. Cir. 1992) 
(suiimiarizing the criteria for obviousness-type double patenting). As 
the court c.xplaincd in In re Boylan, 392 F.2d 1017, 1 0 1 8 n. 1 , 157 
USPQ 370, 37in.l (CCPA 1968), “it must always be carefully 
obseived tliat the appellant's patent is not 'prior ait' under eitlier 
section 102 or section 103 of the 1952 Patent Act." 

These fundamental requiiements for appheation of the law of 
double patenting are not met by^ the '549 and Stark patents. The Stark 
patent w as filed nine years after the effective filing date of the ' 549 
patent; there is no formal relationship between them; the '549 
disclosure was a cited reference against Stark; and they have different 
inventorsliips. The panel ignores these routine criteria and the effect 
they liave on a double patenting anatysis. Whatever effect the '549 and 
Stark patents may^ liave on each other, it is not “double patenting." 

58USPQ2d 1866 
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Like much in life, the implications of the Lilly holding have both a “good news” 
and a “bad news” component. To afford the needed perspective, the good news is the 
appropriate starting point. Very few patent owners wilt ever face loss of substantive 
rights on account of the Lilly holding. 

What makes the good news so apparently good? As a general rule during patent 
procurement, the order of invention becomes the order of filing. Thereafter, the order of 
filing translates into the order of issuance of the patent. Hence, patents filed early and 
issued late, although potentially a source of double patenting, do not require truncation of 
the patent term for the second-to-issue patent. The exception, of course, is where the 
patent term of the late-to-issue patent is awarded an extension of its term based upon 
administrative delays in the PTO. Thus, the new Lilly-type double patenting should not 
typically result in any timewise loss of patent protection. 

The exceptions to this general rule do, however, produce one of the many bizarre 
anomalies from the Lilly decision. Congress provided in 1994 with the passage of the 
IIRAA and again in 1999 with the passage of the American Inventors Protection Act that 
the 20-year term afford some additional “wiggle room” to protect inventors who 
experience long delays in the PTO. In some situations a basic patent can qualify for 
patent term extension - day for day - so that a 1 7-year term from patent grant could be 
realized for a diligent patent applicant. The Federal Circuit in TAlly effective said “never 
mind.” 


Even if a basic invention patented late and would be entitled to a longer 
(extended) patent term, it will be subject to a terminal disclaimer that may cut the 
extended tenn back to that of a non-obvious improvement. The Federal Circuit has in 
effect repealed the AlPA where a non-obvious improvement invention, although filed 
later, issues and expires earlier than a basic patent. In short, to protect the 
congressionally sanctioned patent term on a basic invention, the assignee must forego the 
risk of patenting improvements - or must assure that the improvement patents are not 
issued until after the issuance of the basic patent. 

So the good news is indeed good, albeit impossible to reconcile with the 
congressional intent in extending the term of the very type of “basic patenf’ that the 
Federal Circuit invalidated in its Lilly decision. 

The other nuance to the good news, of course, is the requirement for a terminal 
disclaimer to be filed in the later-issued patent, even if there is no extra term to disclaim. 
The disclaimer will be required to cement common ownership of the two patents. While 
this is normally not a burdensome requirement, it does present the difficulty of preventing 
alienation of patents for any impacted improvement inventions without either forfeiting 
title to - or forfeiting the enforceability of - the patent for the basic invention. 

An example will illustrate the difficulties an inventor might face. Inventor X 
makes a basic discovery of a new epoxy resin. A series of improvement patents are then 
filed for various specific resin formulas for diverse applications - automobile body paint. 
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consumer adhesives packages, and injection molding plastics. If the basic patents on the 
new epoxy resin require a long prosecution history in order to secure the claims needed to 
reflect the broad scope of the basic invention, the broad claims will dominate the earlier- 
issued patents on the specific improvements. As such, the later-issued basic patent will 
be double patenting of the later-made improvements. 

The rub comes in attempting to divest one or more of the businesses - automotive 
paints, consumer adhesives or injection moldings. While normally title to the narrow, 
improvements patents would go with the sale of each business, the array of patents will 
be all tied together. Theoretically at least, one can structure a “patent holding company” 
to hold title to all the patents lassoed by the terminal disclaimer. Instead of parting with 
title to any patent, the holding company can hold title and administer license rights. 

This scenario, of course, works perfectly where all the double patenting issues 
were identified during the course of prosecution before the PTO. However, the frailties 
of the patent examination process suggest that this will not invariably be the case. This 
gives rise to another potential difficulty - the missed double patenting rejection. 

Continuing the epoxy resin example, suppose that the consumer adhesive business 
is sold - and the intellectual property is sold with it. If a double patenting rejection is 
missed for one of the many patents vended to the purchaser, the later-issued basic patent 
is rendered unenforceable. By itself, of course, this enforceability need not be 
permanent. Obviously, if title could be recovered, and a terminal disclaimer filed for the 
basic patent, then the “no harm, no foul” rule should come into play. The basic patent, 
properly disclaimed, ought to be entirely enforceable. 

Another aspect, however, of the Lilly decision comes into play. If the patent is 
vended to another, the new owner must act to keep the patent in force. If even a trivial 
improvement patent is not maintained in force, i.e., a maintenance fee is not worth 
paying, then the basic patent is permanently unenforceable. The peculiar nature of this 
holding applies because of a novel forfeiture holding of the Federal Circuit. Once any 
improvement patent lapses, the basic patent is invalid. In its footnote 5, the Federal 
Circuit clarified the basis for this type of invalidity: 

A patent owner cannot avoid double patenting by 
disclaiming the earlier[-issued] patent. Further, because 
Lilly disclaimed the [earlier-issued] patent, it cannot now 
tenninally disclaim the [later-issuing] patent to expire at the 
time the [earlier-issued] patent would have expired had it 
not been disclaimed. That is, the fact that the [earlier- 
issued] patent has been disclaimed is of no help to Lilly, as 
double patenting precludes claim 7 of the [later-issuing] 
patent from e.xtending beyond the termination date of the 
[earlier-issuing] patent, whether that tenuination date is at 
the end of its normal term or, as in this case, is the date it is 
terminated via disclaimer. 
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58USPQ2dat 1878. 

So much for the “good news.” Of greatest importance, as can be seen from the 
examples, is to assure that double patenting issues are identified early - during 
examination - so a terminal disclaimer can be filed and made effective early. Once this 
has been done, it is relatively simple to manage the commonly owned patents that must 
remain bundled. 

Also, the “footnote 5” forfeiture provision cannot be invoked. As irrational as 
footnote 5 is applied to a terminal disclaimer filed after an earlier-issued patent has been 
disclaimed or allowed to lapse, it would be even more absurd to require patent claims to 
be maintained in force in order to keep the claims of a later-issuing patent enforceable. 

Now for the had news. Until the order of issuance of a pair of commonly owned 
patents is determined, a provisional issue of double patenting exists. If the “prior art” 
patent issues first, the provisional issue evaporates. If the “prior art” patent’s issuance 
was delayed until after the issuance of a patent for a later-invented improvement, then the 
provisional issue of double patenting matures into full-blown double patenting - 
assuming the later-issuing patent that will contain any claim that is a mere obvious 
variation of any claim in the earlier-issued patent. 

According to the Manual of Patent Examining Procedure, patent examination 
cannot be completed where patent examiners cannot fully consider all relevant issues of 
double patenting - even the provisional ones.^ The implications for the applicant’s “duty 


^ MPEP 80T 8^ Edition (Aug. 2001), “Double Patenting,” Para. T.B. '"Between CopemUng Applications — 
Provisional Rejections^ (htlp://www.iispto.gov7web/oFfices/pac/mpep/mpcp__e8_0800. pdf) provides the 
following: 


Occasionally, the examiner becomes aware of two copending 
applications filed by the same inventive entity, or by different inventive 
entities having a common inventor, and/or by a common assignee that 
would raise an issue of double patenting if one of llie applications 
became a patent. Where this issue can be addressed without violating 
the confidential status of applications (35 U.S.C. §122), the courts have 
sanctioned the practice of making applicant aware of the potential 
double patenting problem if one of the applications became a patent by 
permitting the examiner to make a “provisionaE rejection on the 
ground of double patenting. In re Mott, 539 F.2d 1291, 190 USPQ 536 
(CCPA 1976); In re Wetterau, 356 F.2d 556, 148 USPQ 499 (CCPA 
1966). The merits of such a provisional rejection can be addressed by 
both the applicant and the examiner without waiting for the first patent 
to issue. 

The “provisional’ double patenting rejection should continue 
to be made by the examiner in each application as long as there are 
conflicting claims in more Ilian one application unless that 
“provisional” double patenting rejection is the only rejection remaining 
in one of the applications. If the “provisional” double patenting 
rejection in one application is the only rejection remaining in tliat 
application, tlic examiner should then withdraw that rejection and 
permit the application to issue as a patent, tliereby converting the 
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of candor and good faith” are entirely straightforward. If a copending application of the 
same assignee “establishes, by itself or in combination with other information, a prima 
facie case of unpatentability” for any claim in any other copending application based 
upon the potential for obviousness-type double patenting, then the copending application 
must be disclosed. 

What technique is needed to assure that provisional double patenting issues are 
not concealed from a patent examiner? One potential technique is the use a reverse IDS 
process - file “Information disclosure statements” in reverse. When an IDS in a later- 
filed patent application needs to cite any prior-filed application as prior art, it is manifest 
that the prior art application should have a reverse IDS filed in which the later-filed 
improvement application must be disclosed. 

Indeed, had the J.illy decision been established law at the time the invalidated 
Lilly patent was being prosecuted there were multiple patents - perhaps dozens that 
represented provisional double patenting issues. Since Lilly failed to disclose any of its 
later-made, later-filed improvement patents, it could have been open to a charge of 
inequitable conduct. 


The Future of Lilly-Type Double Patenting 

Courts are today taking the facts of the Lilly decision to find double patenting 
where basic patents issue after later-invented improvement patents have issued. It 
appears that this Lilly-type double patenting is now U.S. patent law. 

Yet to be seen is whether the substantial number of issued patents potentially 
impacted by Lilly-type double patenting will in fact bear the additional burden of 
unenforceability for inequitable conduct. Clearly, with the Federal Circuit now having 
defined the new scope of double patenting and the PTO defining the examiner’s duty to 
provisionally reject for double patenting, “inequitable conduct” allegations for non- 
disclosure cannot be far behind. 

One hope for the future is that Congress will intervene. Given the marginal role 
this once-obscure doctrine should play in the patent system. Congress may represent the 
only hope that an errant interpretation of this ancient concept can be reined back of its 


''pio\isioiiar' double patenting rejection in tlie other application(s) into 
a double patenting rejection at the time the one application issues as a 
patent. 

If the ‘provisionar’ double patenting rejections in both 
applications are the only rejections remaining in those applications, the 
examiner should then withdraw that rejection in one of the applications 
(e.g., the application with the earlier filing date) and pennit the 
application to issue as a patent. The examiner should maintain the 
double patenting rejection in the other application as a ''provisionar’ 
double patenting rejection which will be converted into a double 
patenting rejection when the one application issues as a patent. 
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former role - limited to patented inventions that cannot be tested for patentable 
distinctness under the non-obviousness requirement. 

Conclusion 

Double patenting came within a hair’s breadth of being little known or long 
remembered by the post-URAA generation of patent professionals. Unfortunately, the 
Federal Circuit in the lAlly decision has now made the doctrine a matter that must be 
understood and diligently managed during patent procurement- at least until the courts or 
the Congress intervenes to again confine the doctrine to its narrow roots. 
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A “REASONABLY COULD HAVE RAISED” ESTOPPEL IN LITIGATION FOLLOWING 
POST-GRANT REVIEW WILL PREVENT THE ENVISIONED BENEFITS OF THE NEW 
PROCEDURE FROM BEING ACHIEVED 

PGR Was Designed to Serve as a Speedy and Fair Alternative to 
District Court Litigation 

In its 2004 report, the National Research Council of the National Academies of Sciences 
(NAS Report) recommended that Congress adopt a "post-grant review" (PGR) 
proceeding noting that the “speed, cost, and design details of this proceeding should 
make it an attractive alternative to litigation to determine patent validity and be fair to all 
parties ■ 

Congress responded by creating PGR — an entirely new procedure for third parties to 
challenge issued patents, but only during a limited time period after their issuance. 
These proceedings will take place in the U S Patent and Trademark Office (PTO) 
before administrative patent judges (APJs) They are contained in Section 6 of the 
Leahy-Smith America Invents Act (AIA) 

Congress faithfully implemented the NAS recommendation for an effective, early, quality 
check of U S patents. It created an "all Issues' procedure, one that allows any person 
to challenge an issued patent in the PTO during the first nine months following Its grant 
on any grounds on which the patent could be challenged in federal district court, i.e., all 
of the grounds on which an accused infringer could assert a patent is invalid under 
paragraphs (2) or (3) of section 282(b) of title 35, Congress also replaced pre-AIA "inter 
paries reexamination" with a new and far more efficient and effective "Inter Paries 
Review" (IPR) procedure Congress envisioned that PGR and IPR would operate in a 
sequential, but complementary, fashion 

The new IPR procedure allows a person to challenge a patent at any time after the first 
nine months following its grant (or completion of any PGR proceeding involving a patent 
that is still pending nine months after issuance). Thus, the opportunity to seek an IPR 
procedure arises only after the opportunity to seek a PGR no longer exists 

Reflecting the NAS recommendation to make the PGR procedure an attractive 
alternative to litigation and one that would be fair to all parties involved, the PGR and 
IPR procedures include a number of common safeguards protecting the interests of 
both patent owners and patent challengers such as 

- heightened thresholds to protect patentees against specious challenges, 

- using technically and legally trained APJs to ensure quality and expedite 
proceedings, 

- one-year deadlines from initiation to final agency decision, 
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- limits on discovery to ensure the one-year deadline can be met, and 

- estoppels against subsequent PTO proceedings and civil actions and ITC 
proceedings. 

The PGR and IPR estoppel provisions preclude challengers from re-raising in 
subsequent PTO and court proceedings certain issues that were, or might have been, 
raised in an earlier PGR or an IPR proceeding. They are intended to protect a patent 
owner from repeated challenges to the validity of a patent from the same challenger. At 
the same time, they were carefully calibrated so as not to unduly deter a patent 
challenger from using PGR and IPR. Thus, particularly for PGR - given the breath of 
the patent validity challenges that can be raised - it is of vital importance that the 
judicial estoppel, i.e., the limitation on issues that a PGR challenger is foreclosed from 
raising if later sued for patent infringement, be sufficiently narrow so as not to dissuade 
someone from challenging a patent in a PGR, particularly a patent that on its face 
appears more likely than not to be invalid. 

An All-Encompassing Judicial Estoppel Provision Would Undermine the Goal of 
PGRs 

Congress understood that for PGR to serve a useful purpose it would need to be an 
attractive alternative compared to district court litigation. However, as indicated above. 
Congress carefully crafted the PGR provisions, and especially the requisite estoppel, to 
balance the interests of both patent holders and challengers. 

For example, there are some necessary limitations in PGR that pose disincentives for a 
patent challenger to use the procedure. They include limitations on available discovery, 
a relatively short duration from initiation to decision, and a deliberately high threshold for 
initiation. While these hurdles might not completely discourage one from challenging a 
patent in a PGR, the addition of a “reasonably could have raised” estoppel with respect 
to later civil actions very likely would dissuade challengers from using PGR - to the 
detriment of the public interest in having the PTO promptly cancel invalid patent claims 
that had incorrectly issued. 

The barring of all patent invalidity defenses in a later patent infringement lawsuit that 
“reasonably could have been raised” in a PGR. means that a potential patent challenger 
must consider raising every possible issue that could later be raised as an invalidity 
defense in court - and, if the PGR is instituted, to be prepared to live with the outcome. 
A potential PGR challenger always has the option to wait until confronted with a patent 
infringement lawsuit to decide whether to seek to invalidate a patent in a civil action or 
by petitioning to initiate an IPR (based on prior patents and printed publications). 

Thus, application of a “could have raised" judicial estoppel to PGR would create a 
powerful disincentive to its use, and, at least with respect to challenges based on prior 
patents and publications, provide a reverse incentive to use IPRs instead. This reverse 
incentive would arise because, as noted above, a patent can only be challenged on the 
basis of patents and publications in an IPR - the other grounds for challenging validity 
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that are available under section 282(b) in a PGR cannot be raised in an IPR. 
Accordingly, initiating an IPR would not result in an estoppel of the other defenses that 
are available under 35 USC 282(b) because a challenger could not reasonably have 
raised these other defenses. 

If a patent issues with invalid claims, everyone will benefit if such claims are promptly 
challenged in a PGR. After a successful challenge, the patent challenger and others will 
be able to invest in bringing new products to market with greater certainty that patent 
infringement litigation will not ensue once the new product reaches the market. The 
patent owner benefits by knowing, sooner rather than later, that the scope of the patent 
is limited and can avoid making investments in reliance on a patent that does not merit 
such reliance. The public benefits by having greater access to products and services 
through fair and unfettered competition. The result of applying a far-reaching judicial 
estoppel to PGR means that everyone loses - the public, competitors, and even the 
patentee - and the benefits that the NAS envisioned will not be achieved.' 

The Optimal Judicial Estoppel Provision Would Only Preclude Issues Actually 
Raised in a PGR from Being Re-litigated in Court or the ITC 

Given the limits imposed on a challenger seeking a PGR and the broad sweep of 
invalidity issues that could be raised. Congress reached a consensus that the estoppel 
applicable to PGR should be less stringent than the estoppel applicable to IPR. Thus, 
with respect to later civil actions and ITC proceedings, the Chairs of both the House and 
Senate Judiciary Committees introduced bills early in the 112*'' Congress providing that 
a challenger should only be judicially precluded from asserting that a claim in a patent is 
invalid on a ground that was actually “raised” during a PGR once the PTO issues a final 
written decision. 

As noted, IPR has a limited range of grounds on which patent validity may be 
challenged - lack of novelty and/or obviousness on the basis of patents and printed 
publications. Also, a challenger can wait until sued for patent infringement before 
seeking to initiate a proceeding, allowing the challenger years to uncover any relevant 
documentary evidence. Accordingly, Congress determined that the challenger in an IPR 
should be estopped in later civil actions and ITC proceedings from asserting that a claim 
in a patent is invalid - not only on the basis of the patents or printed publications that 
the challenger “raised” in the IPR in asserting invalidity - but also on the basis of any 
other patents or printed publications that the challenger “reasonably could have raised" 
in the IPR. This more comprehensive estoppel is both fair to challengers and protects 
patent owners from harassment by challengers presenting some evidence of invalidity 
in an IPR and other evidence in a subsequent civil action or ITC proceeding, essentially 
preventing multiple, serial attacks on a patent from the same party, essentially 
preventing multiple, serial attacks on a patent from the same party. 


^ See Testimony of Robert A. Armitage, Hearing of May 16, 2012, Committee on the Judiciary, U.S. House of 
Representatives (“The provision now in [the AIA] threatens to turn PGR into a dead letter, with an estoppel so 
draconian In character that It would be highly problematic for a patent challenger to use. ’) 
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Unfortunately, an undetected error was made by the staff charged with making (what 
were supposed to be merely) technical corrections to the AIA when it was reported by 
the House Judiciary Committee. Presumably thinking that the estoppels in PGRs and 
IPRs should be identical and that the absence of the phrase “or reasonably could have 
raised” in the judicial estoppel of PGR was an oversight, the staff added it. Failure to 
detect this error before enactment meant that this more sweeping judicial estoppel was 
made applicable not just to IPR challengers, but to the PGR challengers as well. Unlike 
the patent reform bill introduced in the Senate and reported out by Senate Judiciary 
Committee and the patent reform bill introduced in the House and which the House 
Judiciary intended to report out (and thought it had according to its report on the bill), 
this broad estoppel now applies to civil actions and ITC proceedings following PGRs. 
This oversight would be corrected by Section 9(b) of the “Discussion Draft” published by 
Chairman Goodlatte on May 23, 2013 by deleting the phrase “or reasonably could have 
raised” from 35 U.S.C. §325(e)(2). 

Conclusion 

In order to ensure that the PGR system that the PTO currently is implementing does not 
become an underused artifact of the AIA, and to ensure that PGR will be used as the 
NAS recommended and Congress intended - as an early check on the quality of 
recently issued patents - the "reasonably could have raised” estoppel that was 
inadvertently applied to such proceedings must be deleted as proposed in the 
“Discussion Draft”. 


The Coalition has approximately 50 members from 18 diverse industry sectors 
and includes many of the nation’s leading manufacturers and researchers. 
The coalition’s steering committee includes 3M, Caterpillar, General Electric, 
Johnson & Johnson, Ell Lilly and Procter & Gamble. 

Visit http://www.patentsmatter.com for more Information. 
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"REASONABLY COULD HAVE RAISED" ESTOPPEL 
A Technical Error That Should Be Corrected 

In the patent reform bills reported by the Senate Judiciary in the 111"' and 112'" 
Congresses, the estoppel effect of decisions made in post-grant review (PGR) proceedings in the 
PTO regarding subsequent validity challenges in district courts and the ITC (judicial estoppel) 
was limited to grounds that the challenger " raised* in these proceedings. This more limited 
estoppel was intentionally chosen to encourage the use of PGR to promptly eliminate any 
invalid patents and correct overly broad patents. The inadvertent inclusion of the more 
sweeping IPR judicial estoppel into PGR in the Leahy-Smith America Invents Act (AIA) to also 
cover grounds a challenger "reasonably could have raised" was clearly a technical error made in 
the House which should be corrected according to the Chairmen of the House* and Senate ^ 
Judiciary Committees after whom the AIA is named. This inadvertent "scriveners error"* would 
be corrected by the deletion of that phrase by Section 9(b) of the Discussion Draft published by 
Chairman Goodlatte on May 23, 2013. 

Joe Matal, then Judiciary Committee Counsel to Senator Jon Kyi, who was intimately 
involved in the passage of this legislation, had earlier offered the following observation: 

"Nothing in the record explains or even mentions this marked shift. This is because 
the change appears to have been made in error by staff charged with making 
technical corrections to the bill when it was reported by the House Judiciary 
Committee. Unfortunately, no one caught the error during the three and a half 
months between the time when the bill was reported by the committee and when 
it was signed by the President."* (citations omitted) 


* "Other technical corrections and improvements may anse in the future, for example, the issue surrounding the 
correction of the post-grant review estoppel provision in the Leahy-Smith AIA. This was the result of an inadvertent 
scrivener's error, an error that was made by legislative counsel. That technical error has resulted in an estoppel 
provision with a higher threshold than was intended by either House of Congress." IS8 Cong. Rec. H6843 (daily ed. 
December 18, 2012) (statement of Rep, Smith). 

* "Regrettably, the legislation passed today does not include one technical correction that would improve the law 
by restoring Congress's Intent for the post-grant estoppel provision of the America Invents Act. Chairman Smith 
recently described certain language contained in that provision as an "inadvertent scrivener's error." As written, il 
unintentionally creates a higher threshold of estoppel than was in the legislation that passed the Senate 9S-5, or 
that was intended by the House, according to Chairman Smith'i statement, i hope we will soon address this issue 
so that the law accurately reficas Congress's intent." 158 Cong.Rec. S8S17 (daily ed. December 28. 2012) 
(statement of Sen. Leahy). 

’id 

’ Joseph 0. Maul, A Guide to the Legislative Htstory of the America Invents Act; Port tioj II, 21 FED. OR. B.J, 539,618(2012). 
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The AIA introduces two new post-grant procedures to allow the public to participate in 
the USPTO in reviewing the validity of patents. These procedures are important to the open, 
transparent patent system fostered by the AIA. PGR is available during tbe first nine months 
after patent grant and allows a tbird-party to challenge a patent on any ground relating to 
invalidity of the patent that could be raised in a district court. PGR is primarily a tool to enhance 
patent quality through early public participation.^ After the nine-month period (and the 
conclusion of any PRG proceeding that may be initiated), a third party can challenge a patent in 
an Inter Partes Review (IPR) proceeding, but only on the basis of a ground that could be raised 
under section 102 (novelty) or 103 (obviousness) on the basis of prior patents and printed 
publications. IPR and PGR are primarily alternatives to litigation. 

To ensure that these procedures would not subject patent owners to the possibility of 
harassment, both PGR and IPR included estoppel provisions to prevent repetitive challenges 
from the same or related challengers. The early comprehensive patent reform bills would have 
limited the estoppel effect, both in subsequent proceedings in the PTO and in civil actions, to 
issues actually raised. 

The estoppel provisions in H.R. 2795, the first comprehensive patent reform bill in the 
series of bills that resulted in the AIA, were modeled after the estoppel provisions in a proposal 
for an opposition procedure nine-months from patent grant proposed by the American 
Intellectual Property Law Association in 2004. A Senate bill in the same Congress, S. 3818 also 
limited the estoppel effect to any ground raised. Bills in subsequent Congresses extended this 
estoppel to proceedings before the International Trade Commission (ITC) under section 337 of 
the Tariff Act of 1930. 

The underlying purposes of PGR and IPR, the differing grounds on which patents may be 
challenged in these proceedings, and the differing times for seeking them dictate the estoppel 
that attaches to each, PGRs are available immediately upon patent grant, for all grounds of 
invalidity available under 35 USC 282(b), to weed-out any invalid or overly broad patents. It is in 
the public interest that potential challengers not be discouraged from making such challenges 
early in the life of the patent (after all, the public uitimately bears the cost of any overly broad 
or invalid patents). Given tbe timing of PGRs (necessarily limiting the time available to prepare a 
challenge) and the breadth of the grounds available, a "reasonably could have raised" estoppel 
may fatally undermine the ability of PRGs to achieve their purpose - prompt challenges to 
enhance patent quality. Further, it must be recognized that, in seeking a PGR, a challenger must 
identify Itself, thus exposing the challenger as a potential infringer and therefore a prime target 
for a patentee. If such a challenger faces the risk that it will have to forego the opportunity to 
later raise a ground of invalidity (that, for example, might be uncovered only following an 
extensive search of the prior art), perhaps rendering it defenseless in any infringement 
litigation involving the challenged patent should it survive, the challenger will likely wait and 
challenge the patent in any later court proceeding. This delay not only imposes an unnecessary 


^See statement of Gary Griswold, Past President, American Intellectual Property Law Association, Hearing on H.R. 2795: Patent 
Act of 2005, House Subcommittee on Courts, the Internet, and Intellectual Property, (109th Congress 200S). 
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burden on the court, but subjects the public to a possibly invalid patent, thus defeating the 
purpose of PGR to promptly correct or eliminate any overly broad patents. The limitation of the 
judicial estoppels in PGR to issues raised was widely supported,^ 

It would be inapposite to import IPR’s "reasonably could have raised" estoppel for 
subsequent civil actions into PGR. As explained above, IPR and PGR serve very different 
purposes. IPR is intended to allow an entity facing litigation or planning to commercialize a 
product that might infringe a patent to seek to mitigate its exposure and possibly avoid 
expensive litigation by limiting or eliminating such patent. An IPR is not limited to a 9-month 
period following patent grant; challengers will generally have the freedom to decide when to 
seek an IPR and can take the time needed to carefully prepare their case - a task which is 
simplified by the fact that the grounds in IPR are limited to only novelty and obviousness on the 
basis of patents and printed publications. Accordingly, while a "reasonably could have raised" 
estoppel precluding a later court challenge to a patent on the limited grounds available in an 
IPR may be appropriate, it is clearly not appropriate for PGR, and if imposed on PGRs may all 
but ensure that PGR will very seldom be used. 

We recognize that there was increasing use of inter partes reexamination up until the 
end of that procedure on Sept. 16, 2012, notwithstanding the fact that it included a sweeping 
"could have raised" estoppel. The increased use of inter partes reexamination, however, took 
place once defendants' attorneys discovered how to strategically use the procedure to their 
advantage in litigation.^ 


Relevant History of PGR Estoppel 


lll"^ Congress -S. 515 

In the 111**' Congress, Senator Leahy introduced S. 515 on 3/3/2009. The PGR estoppel 
provisions in this bill precluded any subsequent proceeding in the PTO (administrative estoppel) 
and in the courts and the ITC (judicial estoppel) on the basis of any "any ground that the 
cancellation petitioner raised during the post-grant review proceeding." S. 515 also modified 
the judicial estoppel provision in § 315(c) of the existing inter partes reexamination provision 
(which precluded a third party from later challenging in any civil action the validity of any claim 
finally determined to be valid on any ground which the third-party had "raised or could have 
raised") by striking "or could have raised.” 

The Senate Judiciary Committee began consideration of S. 515 on 3/26/2009 and 
concluded on 4/2/2009. Among the amendments offered was one by Senator Coburn to 
remove the PTO from the regular budget process which was tabled by a vote of 10 to 9, with 


^See statement of Mark Chandier.. Senior Vice President and Genera! Counsei, Cisco Systems, Inc., Perspectives on Patents: Post- 
Grant He.yiew Prccedures amJ Other Litigation He/arms, Senate Judiciary Committee, (109'" Congre.ss 2006); Anthony Peterman, 
Director, Patent Counsel, Dell Inc., Hearing on H.R. 1908: Patent Reform Act of 2007, House Subcommittee on Courts, the 
Internet, and Intellectual Property, (110th Congress 2007). 

^According to USPTO statistics, as of June 30, 2006, 26% of inter partes reexaminations were known to be in litigation 
(http;//www..5chmolier.net/documents/inter_partes_to_20060630.pdf); as of June 30, 2012, 67% of inter partes 
reexaminations were known to be in litigation (http://www.uspto.gOv/patents/stats//iP_qiiarterly_report_June_30_20i2.pdf). 
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both Senators Grassley and Coburn voting against tabling. After considering other 
amendments, the Committee voted 15 to 4 to report S. 515, Senator Grassley voting in favor 
and Senator Coburn voting against. The PGR estoppel provisions were not changed - judicial 
and administrative estoppels remained limited to those grounds actually raised for both post- 
grant review and for inter partes reexamination. 

In the report that accompanied S. 515, Senate Report 111-18, Senators Kyi, Coburn and 
Feingold offered Minority Views addressing certain features of post grant review procedures. 
While noting that the bill's elimination of the "could-have-raised estoppel” standard that 
governed the existing inter partes reexamination would increase the use of the procedure, they 
did not suggest that it be retained in either the inter partes reexamination procedure or added 
in the new post-grant procedure. Rather, they suggested increasing the threshold for initiating 
post-grant reviews, making the inter partes reexamination an oppositional proceeding (rather 
than an examinational proceeding), restricting use of ex parte reexamination, and authorizing 
the Director to delay implementation of post-grant review if resources were insufficient. In fact, 
these changes were made to the patent reform bill, S. 23, introduced in the 112"’ Congress. 

112'" Congress -S.23 


S. 23 was introduced on 1/25/2011 by Senator Leahy. Senator Grassley was an original 
cosponsor. Responding to concerns expressed by some patent owners, S. 23, and its companion 
bill introduced in the House, H.R. 1249, amended the estoppel provisions of both IPR and PGR 
with respect to later challenges in the PTO. These bills precluded a person from challenging a 
claim of a patent in a subsequent PTO proceeding, not only on a ground which that person had 
previously "raised" in a PGR or IPR proceeding, but also on a ground which that person 
"reasonably could have raised." This change was made because it was believed that fairness to 
patentees dictated that multiple attacks on a patent not be available in the PTO to ensure that 
successive proceedings could not be initiated by a challenger. 

With respect to subsequent civil actions and ITC proceedings, however, the PGR 
estoppel provision was not changed in either S. 23 or H.R. 1249 as introduced. It remained the 
same as it had been continuously since H.R. 2795 in 2005: - a challenger would only be 
precluded from asserting invalidity of a claim in a civil action or ITC proceeding on the basis of a 
ground actually raised in a PGR. These estoppel provisions were not changed when S. 23 was 
reported by the Senate Judiciary Committee on 2/3/2011 nor were they changed when S. 23 
was approved by the Senate on 3/8/2011 by a vote of 95 to 5. Senators Grassley and Coburn 
both voted for S. 23. 

S. 23 was received in the House on 3/9/2011 and held at the desk. H.R. 1249, which 
incorporated most of S. 23, was introduced on 3/30/2011. The estoppel provisions in H.R. 1249 
as introduced were identical to those in S. 23 as it was passed by the Senate. 

The House Judiciary Committee held a mark-up session on 4/14/2011. Neither the 
Manager's Amendment offered by Chairman Smith nor any of the 22 other proposed 
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amendments (not all of which were actually offered) dealt with the estoppel provisions for PGR 
and IPR. H.R. 1249 was favorably reported by the Committee by a vote of 32 to 3. 

Even though the estoppel provisions were not changed during the Judiciary Committee 
mark-up, the version of H.R. 1249 that was sent to the House floor did have a change - the 
judicial estoppel for PGR was amended to apply an estoppel to any "ground that the petitioner 
raised or reasonably could have raised during a post-grant review." While the text of H.R. 1249 
reprinted in House Report (House Rept. 112-98 Part 1) that accompanied the bill to the House 
floor on 6/1/2011 also contained this error, the report itself, on page 76 states: 

"(e) Inter partes and post-grant petitioners are estopped from raising in a 
subsequent Office proceeding any issue that they raised or reasonably could 
have raised in the inter partes or post grant review, and inter partes petitioners 
are also estopped from raising in civil litigation or an ITC proceeding any issue 
that they raised or could have raised in the inter partes review. Post-grant 
petitioners are only estopped from raising in civil litigation or ITC proceedings 
those issues that they actually raised in the post-grant review." (Emphasis 
added) 

When H.R. 1249 was considered by the House on 6/22/2011, no amendments were 
offered that would have confirmed or in any manner changed the technical error made In the 
judicial estoppel provision. The amendments debated and voted upon focused on those 
provisions that had always received the most attention - first-inventor-to-file and PTO funding. 
Unfortunately, since the PGR judicial estoppel had not been an issue, this erroneous change in 
the judicial estoppel provision did not surface as noted above. The House passed H.R. 1249 on 
6/23/2011 by a vote of 304 to 117 and forwarded it to the Senate. 

H.R. 1249 was received in the Senate on 6/27/2011 and considered by the Senate on 
9/8/2011. It was passed by the Senate, without amendment (including one offered by Senator 
Coburn that would have strengthened the PTO funding authority), on 9/8/2011, by a vote of 89 
to 9. Senator Grassley voted in favor; Senator Coburn voted against. The American Inventors 
Act was signed into law by the President on 9/16/2011. 

Against this background, it is clear that no Senator expressed concerns regarding the 
judicial estoppel in PGR being limited to issues actually raised during a PGR. To the extent that 
either voted against any aspect of the patent reform bills in either the 111*'' or 112*'' 
Congresses, it had to do with issues other than their judicial estoppel provisions. 


The Coalition has approximately 50 members from 18 diverse industry sectors 
and includes many of the nation's leading manufacturers and researchers. 
The Coalition's Steering Committee includes 3M, Caterpillar, General Electric, 
Johnson & Johnson, Eli Lilly and Procters Gamble. 

Visit http;//www.patentsma1ter.com for more information. 
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Tut- CoALmoN FOR 21 st Cen'hjry Patent Rhi-orm 

PfOiealng Innovation to Enhance Aninnoin Coinpftlilmiai 

www.patentsmatter.com 


Wh) The PTO’s Use of the Broadest Reasonable Interpretation of Patent Claims in Post- 
Grant and Inter Partes Reviews Is Inappropriate Under the America Invents Act 

lixecutive Siinimaiy 

Contrary to the recommendations of all three of the major IP bar associations' and 
Section 9(c) of the “Discussion Draft" published by Chairman Goodlatte on May 23. 2013, the 
United States Patent & Trademark Office (PTO) has decided to construe patent claims 
challenged in Post-Grant Reviews (PGR) and Inter Panes Reviews (IPR) brought under the 
America Invents Act (AIA) on the basis of the “broadest reasonable interpretation" (BRI) 
standard used by the PTO in its initial examination of patent applications, rather than construing 
them in accordance with their “ordinary and customary meanings." as they are in the couns 

When asked by Senator Franken on June 20, 2012 in a Senate Judiciary Committee 
hearing on the PTO’s implementation of the AIA why the PTO is using BRI instead of 
harmonizing the standard of review to conform to that used in the courts and ITC, the PTO’s 
witness. Director Kappos, provided three reasons 

(1) The USPTO “has applied the broadest reasonable interpretation standard literally for 
decades. For all the time we’ve been running post grant processes, we’ve uniformly used 
this one single standard." 

(2) The ’’broadest reasonable interpretation standard is the standard called for by the 
.AIA," because Congress “has directed us to evaluate for patentability not for validity, and 
an evaluation for patentability is an evaluation that applies the broadest reasonable 
interpretation standard," and. 


‘ All three of the iiiajtrr IP law assoeiaiions- the Anienean lha Asrarcwitioit IF laiw Section, the Aiiiencan Intellectual Ihopent 
Uw Assuciaiinn and tlte Intellectual t'lopeuv (hnieis Aswcialion - siihinitlod prupnred lesulalioiu and made stihsequeitl 
cummenis to the FTO's proposed ivsulatiuns fur tniplemcntins the AIA 'Ihcse [iropuscd rugtdatinns unpniuted Irum a .luittl 
committee of six cwpcrls appumted by thewe ossociatums at the roqoeal of llic PtO** Director .W "Comments and Propo.«d 
Regulations of the Conmiittce Appumted by the ABA IPl.. AIPIA and It'D Kdalitip to Post-ftnmt Reyiew. Inter Partes Review 
and Transitioilal Program lor Coyered Busmess Mctlind Patents Under the leaht-Smilh Anienca Inycnts Act'* available at 
yywyy.uypto.Koy/patenty|nw7cinnnienty/y._alnHr_al)aajplalpv_2irillllS.pdf . .nv' aim "ComnienLc of the Committee 
Appomicd by the ABA-IPI.. .MPI.A and IK) on the Itinlcd States Pittent imd Trudeiitatk OIttec'a Piuposed Kcxuiliitioiis Rclnlmg 
to PosiOTiutt Rcwiew. Inter Partes Rey iew arid theTmnsitinnal Progrrmt for Coverrxl Buvuies.y Metluid Piiterila Under the l.eiiliy. 
Smith Arnenca Invents Act" available at http://www.uspUi.govrula_linplenienia(ion/commenl-aba.aipliy.ipo.pdr. 
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(3) Use of the BRI standard is in the interest of the public and patent owners because 
“these post grant processes continue to give patent holders the right to amend their 
claims, and in that context it’s the mission of the USPTO to look out for the public’s best 
interest to apply the claims using their broadest reasonable interpretation so that the 
claims can be viewed clearly in the future giving the applicant then an opportunity to 
narrow or add precision to their claims as they need to, generating patents that are as 
clear and defensible as possible.”^ 

This paper considers each of these posited justifications for using BRI, and concludes 

that: 


(1) BRI is the not the “one single standard” the PTO has used in post issuance 
proceedings; to the contrary, in certain reexamination and reissue proceedings, the PTO 
has long construed the patent claims in accordance with their “ordinary and customary” 
meanings,” as they are in court; 

(2) The AIA does not direct the PTO to use BRI in PGR and IPR proceedings because (a) 
PGR and IPR are not examinational proceedings for determining “patentability,” but are 
adjudicative proceedings to assess the merits of third party challenges seeking to have 
previously granted claims declared to be invalid, and (b) provisions of the AIA and its 
related legislative history are inconsistent with the application of BRI in PGR and IPR; 

(3) The use of BRI in PGR and IPR is inappropriate because a major premise for 
allowing the PTO to use BRI — that patent owners will not be harmed because there is a 
sufficient opportunity for patent owners to amend their claims as needed in response to 
adverse PTO rulings on patentability^ — is lacking in PGR and IPR,‘' and 

(4) The use of BRI is neither in the public's nor the patent owner’s best interests because 
the PTO’s use of BRI would 

(a) negate a principal purpose of PGR and PR, which is to serve as a check to 
determine whether the PTO is granting patents with claims that will stand up in 
court, 

(b) preclude members of the public from basing their patent challenges on the 
claim interpretations that are applicable in court, and will lead to many 
unnecessary PRG and IPR proceedings, 


^ http:/Avww.judiciar>'.senate.gov/heariiigs/hearing.cfm?id=dld944e8c0b3e2a582633afaeb6ba43a al minute 94, 

^ But see Idle Free Systems, Inc. u. Bergstrom Inc., Westlaw (PTAB 2013) at 5. in the absence of special 

circumstance, a challenged claim can be replaced by only one claim. ...” 
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(c) force many patent owners to cancel existing claims and propose substitutes, 
thereby causing forfeitures of patent rights that would not have been required had 
the PTO construed the original patent claims as they are in court, and 

(d) prejudice the public and many accused infringers when the patentabilities of 
then-more-broadly-construed claims are confirmed in PGR and IPR, resulting in 
judicial decrees of infringement liability that would not have occurred had the 
PTO applied judicial claim construction principles. 


Discussion 

1. BRl is Not the “One Single Standard” that the PTO Uses in Post Issuance 
Proceedings 

a. Claim Construction In General 

The approach used by practitioners and the courts for interpreting patent claims, and for 
assessing their validity and infringement, is the subject of well -developed judicial precedent. As 
explained in the en banc decision of the Federal Circuit in Phillips v. AWH Corp., the rules for 
interpreting a claim are framed by two of the paragraphs of 35 U.S.C. § 1 12: 

The first paragraph of section 112 of the Patent Act, 35 U.S.C. § 112, states that the 

specification 

shall contain a written description of the invention, and of the manner and process 
of making and using it, in such full, clear, concise, and exact terms as to enable 
any person skilled in the art to which it pertains ... to make and use the same . . . 

The second paragraph of section 1 12 provides that the specification 

shall conclude with one or more claims particularly pointing out and distinctly 
claiming the subject matter which the applicant regards as his invention.^ 

Noting that “[t]he role of the [patent’s] specification in claim construction has been an issue in 
patent law decisions for nearly two centuries,” Phillips affirms that “[i]t is a ‘bedrock principle’ 
of patent law that “the claims of a patent define the invention to which the patentee is entitled the 
right to exclude.” 

Phillips goes on to explain that terms of a claim should generally be given their “ordinary 
and customary meaning” which is the “meaning that a term would have to one of ordinary skill 
in the art in question at the time of the invention.”^ How a person of ordinary sldll in the field 
understands a claim includes what that person would understand from the claim itself, from the 


""Phillips r. Aim Corp., 415 F..td l.tIH, 1316, 75 USPQ2d 1321, 1329 (Fed Cir. 2005). 
’’Id. Ill 1312. 

’Id. 
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specification of the patent, and from his reading of the prosecution history of the patent.* The 
prosecution history of the patent, which consists of the complete record of the proceedings 
before the PTO including the prior art cited during the examination of the patent, is always 
consulted because it “provides evidence of how the PTO and the inventor understood the patent” 
and can “often inform the meaning of the claim language by demonstrating how the inventor 
understood the invention and whether the inventor limited the invention in the course of the 
prosecution, making the claim scope narrower than it otherwise would be.”® In certain 
circumstances, “extrinsic evidence concerning relevant scientific principles, the meaning of 
technical terms, the state of the art,” and appropriate expert testimony concerning the meanings 
of those terms are also utilized in construing the claims.*” 

b. The PTO’s Current Use of BRI in Reexamination Proceedings 

An exception to the general rule of claim construction is the “broadest reasonable 
interpretation” (BRI) of claims that the PTO uses in its examination of patent application claims 
prior to their grant. This approach considers only the text of the claims of a patent application 
and the application’s specification, while ignoring all other intrinsic and extrinsic evidence, at 
least until it is presented to the PTO by an applicant in connection with the examination. The 
PTO also uses BRI in most reissue, ex parte and inter partes reexamination proceedings, which 
the PTO treats in the same way as original applications." As the PTO’s Manual of Patent 
Examining Procedure (“MPEP”) § 2258 G explains with respect to reexaminations: 

Original patent claims will be examined only on the basis of prior art patents or printed 
publications applied under the appropriate parts of 35 U.S.C. 102 and 103. See MPEP 
§ 2217. During reexamination, claims are given the broadest reasonable interpretation 
consistent with the specification and limitations in the specification are not read into the 
claims (In re Yamamoto, 740 F.2d 1569, 222 USPQ 934 (Fed. Cir. 1984)). 


® As explained in Phillips: “IinporTanily, the person of ordinary skill in the art is deemed to read the claim tenn not only in the 
conlexL of the parlicular claim in which ihe dii^uled lerm appears, bul in Ihe conlexl ol' Ihe entire patent, including the 
specitlcation. This court exi^lained that {Xiint well in Multiform Desiccants, Inc. u. Xfedzam, Ltd., 1 33 F.3d 1473, 1477 (Ted. Cir. 
1998): ‘Tt is llic person oi' ordiiiarv' skill in thclicld oT the invcnlion Ihrougli whose eyes the claims are conslriiod. Such person is 
deemed to read tlie words used in the patent documents with an undemtanding of their meaning in the field, and to have 
knowledge of any special meaning and usage in the field. Tlie inventor’s WTirds that are used to describe the invention — the 
inventor’s lexicography — must be understood and interpreted by the court as they would be understood and interpreted by a 
person in that field of technology. Hilis the court starts Ihc decision making process by reviewing the same resources as would 
that person, viz., the paient specificalion and the prosecution history.” See also Medrad, Inc. 'v. X-Uil Devices Cotp., 401 T.3d 
1313. 1319 (Fed. Cir. 2005) ("We camiot look at the oidmar}'' meaning of the tenn ... in a vacuimi. Ratlier, we must look at the 
ordiuan' meaning in the context of the witten description and the prosecufion history.”’); V-Fonvation, Inc. i’. Benelion Group 
SpA, 401 F.3d 1 307, 1310 (Fed. Cir. 2005) (intrinsic record 'risually provides the technological and temporal context to enable 
the court Ui ascertain the meaning ol' line claim Lo one of ordinary- skill in the art at the lime of ihc invention”); Unitherm Food 
Sys., Inc. V. SYvifi-Echich. hiv.. 375 F.3d 1541, 1351 (Fed. Cir. 2004) (proper definition is tlie "definition tliat one of ordinaiy 
sldll ill the art could ascertain from the intrinsic evidence in the record”). 

Id. at 1317; .see also Vitronics, 90 F.3d at 1582-83. 

Phillips. 415K3d al 1314. 

llic Dircclor-s blog posl at www.uspto.goY>-b!og/director/entr\7eiisuriiii» quality inter parloj' and. 
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Using BRI, the claims are interpreted as broadly as reasonably possible considering only the 
language of the patent’s specification, while ignoring any prior prosecution history, expert 
testimony as to the meaning of the claim terms to those of ordinary skill in the art, or limitations 
in the specification that may result in a narrowed claim interpretation. As the PTO recently 
blogged: 

Using this [BRI] standard, we give patent claims in front of the USPTO their broadest 
reasonable interpretation. This approach has for decades been uncontroversial, because it 
represents good policy and strikes a fair balance. It ensures that the public can clearly 
understand the outer limits applicants and patentees will attribute to their claims. And 
since applicants and patentees have the opportmtity to amend their claims when working 
with the USPTO, they are able to resolve ambiguities and overbreadth through this 
interpretive approach, producing clear and defensible patents at the lowest cost point in 
the system. (Italics added). 

As noted in the MPEP, the PTO’s authority for using BRI in is based on In re Yamamoto, which 
explains: 

The PTO broadly interprets claims during examination of a patent application since the 
applicant may “amend his claims to obtain protection commensurate with his actual 
contribution to the art.” In re Prater, 56 C.C.P.A. 1381, 415 F.2d 1393. 1404-05, 162 
U.S.P.Q. (BNA) 541, 550 (1969). This approach serves the public interest by reducing 
the possibility that claims, finally allowed, will be given broader scope than is justified. 
Applicants’ interests are not impaired since they are not foreclosed from obtaining 
appropriate coverage for their invention with express claim language. Id. at 1405 n.31, 
162 U.S.P.Q. at 550 n.31.'^ 

Yamamoto distinguishes the PTO approach from the claim constructions applied in the federal 
courts on the basis that in reissue and reexamination proceedings, applicants have the ability to 
freely amend their claims to arrive at their proper scopes: 

An applicant’s ability to amend his claims to avoid cited prior art distinguishes 
proceedings before the PTO from proceedings in federal district courts on issued patents. 
When an application is pending in the PTO, the applicant has the ability to correct errors 
in claim language and adjust the scope of claim protection as needed. This opportunity is 
not available in an infringement action in district court. District courts may find it 
necessary to interpret claims to protect only that which constitutes patentable subject 
matter to do justice between the parties. Id. at 1404, 162 U.S.P.Q. at 550.'^ 

In finding that the use of BRI is as appropriate in reexamination proceedings as in reissue 
proceedings, Yamamoto rests its conclusion on the fact that the right to amend the claims is 


III re YamamoTo, 740 F.2d at 1571. 
Jii. at 1572 (itaKcs added). 
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guaranteed by 35 USC § 305, which authorizes an inventor to make “any amendment to his 
palenl and a new claim or claims thereto, in order to distinguish the invention as claimed from 
the prior art cited ... or in response to a decision adverse to the patentability of a elaim of a 
patent.” (italics added).*"' 

c The PTO Does Not Use BRI in Reexamination Proceedings When the 
Claims are Not Eligible for Amendment 

When the claims in a reexamination proceeding are not eligible for amendment, which is 
the case when a patent has expired (but is still being reexamined because of issues relating to its 
pre-expiration validity), the PTO uses the narrower interpretation that would be applied in the 
courts. As the PTO’s MPEP § 2258 G explains. 

In a reexamination proceeding involving claims of an expired patent, claim construction 
pursuant to the principle set forth by the court in Phillips v. AWH Corp., 415 F.3d 1303, 
1316, 75 USPQ2d 1321, 1329 (Fed. Cir. 2005) (words of a claim “are generally given 
their ordinary and customary meaning” as understood by a person of ordinary skill in the 
art in question at the time of the invention) should be applied since the expired claim are 
nol subject to amendment” (italics added) 

In MPEP section 2666.01, the PTO expressly acknowledges that the principles set forth in 
Phillips will result in narrower claim constructions: 

Once the patent expires, a narrow claim construction is applied. See MPEP § 2258, 
subsection I.G. "Claim Interpretation and Treatment.” 

This approach allows the PTO to determine the meaning of claim terms as they are understood 
by one of ordinary skill in the art, to read in limitations into the claims when appropriate, and to 
construe the claims in keeping with limitations that may result from the patent owner’s 
arguments made during earlier proceedings. 

BRI is thus not the “one single standard” that the PTO uses in post issuance proceedings. 
While less common, the PTO is already using the judicial claim construction principles set forth 
in Phillips when the patent owner does not have the right to amend the claims at issue. As no 
problems have arisen from the longstanding, concurrent use of two claim construction standards 
in the PTO, it would not appear that the PTO would experience any difficulty applying judicial 
claim construction principles in PGR and IPR proceedings. 


But see Idle Free Systems, Inc. ih Bergstrom Inc. al 3 

The PT(!) has also posited that it would be unworkable for the PTO to contiime to use DRI in exaiiimatioiis. reexaiiiinatioiis and 
reissues, v\lhle using ihe eourl mterprclalion in IPR and PRG. See Ihe Dircclor's blog post al 
w'vw.iispto.gov/biog./(lircctor/entr 3 ’/cnsnrmg_qua!!t>’_intcr_partc>_and. Yet tlie PTO is aheady using the judicial 
interpretations of claims in certain reexaminations and reissues, apparently witliout dilTiculty. Since the courts and ITC will 
continue to apply the Judicial interpretation to patent claims, it would appear to be far more important for PGR and TPR to 
conform to the standards used in these otlier adjudications, rather than to use BRT because it is the most common approach used 
in examinational proceedings. 
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2. In PGR and IPR Congress Has Not Directed the USPTO “to Evalnate for 
Patentability and Not for Validity” 

The PTO has further posited that the “AlA directs” the PTO to use BRl because the AIA 
“has directed us to evaluate for patentability not for validity, and an evaluation for patentability 
is an evaluation that applies the broadest reasonable interpretation standard.”*'' The PTO’s 
rationale is thus based on two assumptions: (1) that patentability evaluations are different from 
validity evaluations, and (b) that the AIA directs the PTO to evaluate for the former, not the 
latter. 


a. Differences Between Patentability and Validity Evalnations 

The principle function of the PTO is to conduct patent examinations - proceedings to 
decide whether patent claims presented by applicants for examination are “patentable.” Once a 
patent has been granted by the PTO, and a controversy arises concerning its infringement, 
accused parties may challenge the correctness of the PTO’s patentability determinations in the 
district courts by raising one or more of the invalidity defenses specified under 35 USC § 282. 
In these court proceedings, each patent claim is presumed to be valid “independently of the 
validity of other claims” and the “burden of establishing invalidity of a patent or any claim 
thereof shall rest on the party asserting such invalidity.” Id. If the challenger fails to carry his 
burden in court, the patent claim will be declared “not invalid.”’’ Thus, the major difference 
between patentability and “unpatentability” (invalidity) evaluations is that in patentability 
evaluations the claim is examined by the PTO without regard to whether or not the PTO has 
previously determined it to be patentable, whereas in “unpatentability” proceedings the PTO’s 
prior determination of patentability is accepted, and the burden of proving unpatentability 
(invalidity) is placed on the third party challenger. 

While ex parte reexamination and reissue proceedings involve patent claims previously 
granted by the PTO, the courts construe them to be patentability proceedings because they 
involve return of the patent to the PTO for further examination under essentially the same rules 
and procedures as are used during their initial examinations, and (except for a short time at the 
outset for reexaminations prompted by a third party) do not involve ongoing participation by 
parties other than the patent owner and the PTO. As explained by the Federal Circuit speaking 
eri hanc in In re FJter: 

In a very real sense, the intent underlying reexamination is to “start over” in the 
PTO with respect to the limited examination areas involved, and to re examine the 
claims, and to examine new or amended claims, as they would have been considered if 


http://w>vw.judiciar\.senate.gov/hearingiii/hearing.tfin?id=dld944e8c0b3e2a582633afaeh6ba43a at minute 94. 

In re Baxler Ini 7, Inc., 678 F.3d 1357. 1362 (Feci Cir. 2012) (''Should the challenger fail to meet that burden, tlie comt will not 
find tlie patent 'valid,' only 'that the patent challenger did not cany' the burden of establishing invalidity in that particular case 
before Ihe court.”’) (emphasis original). 
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they had originally been examined in light of all of the prior art of record in the 
reexamination proceeding, (at 857, italics in original).’* 

Etier distinguishes litigation from reexamination in several respects: 

. . . litigation and reexamination are distinct proceedings, with distinct parties, procedures 
and outcomes. In the former, a litigant who is attacking the validity of a patent bears the 
burden set forth in section 282. In the later, an examiner is not attacking the validity of a 
patent, but is conducting a subjective examination of the claims in light of the prior art.”’ 

Inter partes reexamination, which was enacted 14 years after Etier and has now been 
abolished by the AlA, was an attempt to inject ongoing involvement by third parties into a 
patentability proceeding that was essentially based upon the model of ex parte reexamination. 
Thus, notwithstanding the continued involvement of the requester in the proceeding, the PTO 
does not consider inter partes reexaminations to be “contested” cases. 

In Congress’s opinion, inter partes reexamination failed because it was not practical to 
incorporate adversarial participation into a procedure which, like patent examination itself, 
allowed repeated amendments of the claims at issue, with rights of appeal available to the 
requester and patent owner alike. Indeed, during the debate that led Congress to abandon inter 
partes reexamination, it was noted that this approach had not worked as intended, because it lead 
to protracted and unwieldy proceedings.^' Third parties were generally reluctant to use inter 
partes reexamination, and very few of those proceedings that were instimted ever reached a final 
determination on the merits, even after many years of pendency. 

On the other hand, court and International Trade Commission actions involving 
assertions of unpatentability by third parties are widely recognized adjudications for detennining 
whether patent claims previously determined to be patentable by the PTO are invalid. As such, 
they are validity proceedings, not patentability proceedings. Unlike examinations and 
reexaminations, once a determination on tbe merits of the defense raised pursuant to 35 USC 282 
is made in the courts or by the ITC, the patent owner does not enjoy the rights granted by 35 
USC § 305 to propose “any amendment to his patent and a new claim or claims thereto, in order 
to distinguish the invention as claimed ... in response to a decision adverse to the patentability 
of a claim of a patent,” or the rights granted by 35 USC § 3 1 4 “to propose any amendment to the 
patent and a new claim or claims.” If the defense is successful, the claim is adjudged “invalid,” 
i.e., unpatentable; if it is not, it is adjudged “not invalid.” 


In re Rtter, 756 F.2d R52, R57 (Fed. Cir. 1 9R5) (en banc). 

“ Jd. at 858-59. 

37 C.l'.R. 41.2 ("All appeal iiiaii iiitei' partes reexamination is not a contested case.’'). 

157 Cong. Rec. S5326 (daily ed. Sept. 9.2011) (statement by Sen. Leahy) (’‘The cmient inter partes reexamination process has 
been criticized for being too easy to initiate and used to hara.ss l^itimate patent owners, while being too lengthy and unwieldy to 
aclLiallv serve as an altemalivc to litigation when users arc conCrcriled with patents of dubious validilv."). 
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In summary, the principal difference between “patentability” and “validity” proceedings 
is that patentability proceedings involve the PTO’s evaluation of the patentability of a claim 
(whether in the first instance or “starting over'’ as in reissue and reexamination proceedings), 
whereas validity proceedings involve assertions by third parties carrying a burden of proof to 
show that claims previously adjudged by the PTO to be patentable are unpatentable, i.e., invalid. 

b. The AIA Does Not Direct The PTO To Use BRI in PGR and IPR 

Both Congress and the Administration viewed the PGR and IPR proceedings created by 
the AIA not as patentability proceedings, but as alternatives to litigation for reviewing questions 
of patent validity. The legislative history and text of the AIA are inconsistent with the notion 
that the claims of a challenged patent should be construed differently in PGR and IPR than they 
are in the courts, and with the idea that information beyond that allowed to be considered using 
BRI should be ignored in these proceedings. 

The PTO’s recent statement that that IPR and PGR proceedings are patentability, not 
validity, reviews, directly conflicts the position of the Administration at the time the AIA was 
pending before Congress. In a May 31, 2011 letter to Chairman Smith supporting H.R. 1249 
(and its Senate counterpart, S. 23), then Secretary of Commerce Gary Locke set forth the 
position of the Administration on the post-issuance review proceedings in these bills, which were 
essentially identical to those enacted by the AIA. Secretary Locke explained that 

[T]he Administration supports establishing a new post-grant review proceeding and 
retooling the existing post-grant inter pciries reexamination procedure. These 
proceedings will serve to minimize costs and increase certainty by offering efficient 
and timely alternatives to litigation as a means of revieiving questions of patent 
validity. Such proceedings also will provide a check on patent examination, 
ultimately resulting in higher quality patents. 

. . . The bill also establishes a time-limited transitional post-grant review proceeding 
which would enable the VSPTO, upon petition, to review the validity of a limited 
range of business method patents 

The Administration’s interpretation of the AIA as explained by Secretary Locke is 
consistent with the text of the AIA, which specifies that in PGR and PR proceedings, it is the 
PTO’s responsibility to decide whether petitioners have carried their burden of proof as to the 
unpatentability, i.e., invalidity, of one or more of the challenged claims. Indeed, both 
proceedings follow a classic adversarial model where the petitioner sets forth the grounds upon 


Locke letter to Smith at 3 (boldmg aiid italics added). 

157 Cong. Rcc. S104I (daily cd. March L 2011) (slalcmcnl bv Sen. Kyi) (“Scmalors Fcingold and COBURN and T also 
recommended that tire Patent Office be allowed to operate inter partes reexamination as an adjndicative proceeding, where tire 
burden of proof' is on the cliallenger and tire office simply decides whether the challenger has met Iris burden. Tire present bill 
makes this change, repealing requirements that inter partes be run on an examinational model and allowing the PTO to adopt an 
adjudicative niodeU’) (capilali/alion of Mr. Coburn’s name in the original). 
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which the challenge to the validity or “unpatentability” of the claims of a patent is based, the 
patent owner is allowed a response, and the Director detennines whether the criteria for 
instituting a proceeding have been met. Once declared, the patent owner has a further 
opportunity present evidence and argument in opposition to the petitioner’s challenge, and the 
petitioner is given an opportunity for rebuttal. Under the PTO’s proposed rules, these later 
proceedings are termed a “trial,” which is to be held before a newly constituted “Patent Trial and 
Appeal Board” composed of administrative law judges. 

AIA 316(e) and 326(e) set forth “Evidentiary Standards” applying to these proceedings 
that place the burden of proof of “unpatentability” on the challenger: 

In [an inter partes] [a post grant] review instituted under this chapter, the petitioner 
shall have the burden of proving a proposition of unpatentability by a preponderance 
of the evidence. 

Under AIA 3 1 1 (b), IPR is restricted to certain types of unpatentability challenges: 

A petitioner in an inter partes review may request to cancel as unpatentable 1 or more 
claims of a patent only on a ground that could be raised under section 102 or 103 and 
only on the basis of prior art consisting of patents or printed publications. 

Under AIA § 322(b), the scope of PGR is more expansive, extending to the same invalidity 
grounds that accused infringers are permitted to raise in court: 

A petitioner in a post-grant review may request to cancel as unpatentable 1 or more 
claims of a patent on any ground that could be raised under paragraph (2) or (3) of 
section 282(b) (relating to invalidity of the patent or any claim). 

Section 18(a)(1)(C) of the AIA, which extends the scope of PGR proceedings to certain covered 
business method patents, similarly references a “petitioner.. . m'Ao challenges the validity of 1 or 
more claims. . .” (italics added). 

Finally, in PGR and IPR proceedings, as in court proceedings, the Patent Trial and 
Appeals Board will render only one decision on the unpatentability (invalidity) of the challenged 
claims, after which the patent owner will have no right to amend his patent claims (or to seek a 
trial de novo in federal district court), as he would were the patent in examination, reexamination 
or reissue. 

The legislative history of the AIA is also replete with references to PGR and IPR as 
adjudicative, not examinational, proceedings designed to allow members of the public to have 
invalidity challenges that previously could only be heard in federal district courts determined 
quickly and inexpensively in the PTO. The House Report is representative: 


1 57 Cong. Rec. SI 42 (daily ed. Jan. 25, 201 1 ) (statement by Sen. Hatch) (‘the Patent Reform Act of 201 1 tvould improve the 
svslcm lor adminislralivclv challenging Ibe validity of a patent at the IJSPTO”); 1 57 Cong. Rec. S95 1 (daily ed. FebruaTy 28, 
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The Act converts inter partes reexamination from an examinational to an 
adjudicative proceeding, and renames the proceeding “inter partes review. 

The House Report notes that, “Petitioners bear the burden of proving a patent is invalid....,” 
further explaining: 

The Act also creates a new post-grant opposition procedure that can be utilized 
during the first 12 months after the grant of a patent or issue of a reissue patent. 
Unlike reexamination proceedings, which provide only a limited basis on which 
to consider whether a patent should have issued, the post-grant review proceeding 
permits a challenge on any ground related to invalidity under section 282. The 
intent of the post-grant review process is to enable early challenges to patents. . . 
The Committee believes that this new, early-stage process for challenging patent 
validity. . .will make the patent system more efficient and improve the quality of 
patents and the patent system. 


2011) (statement by Sen. Hatch) (“The bill will also establish another means to administratively challenge the validity of a patent 
at the U.S. PaLcnl and Trademark Otlicc, USPTO — creating a cosl-circclivc allcmalive to ibmial liligalion, which vvill lurlher 
enhance our patent system.”); Cong. Rec. S952 (daily ed. February 28, 201 11) (statement by Sen. Grassley) (‘-In addition, the 
bill would improve the cuixcnt inter paitcs administi-ativc process for challenging tlic vahditv- of a patent. It w'ould establisli an 
adversarial inter paites review, with a liigher tluediold for initiating a proceedii^. . . .”); 157 Cong. Rec. SlCHl (daily ed. March 
1 , 201 1 ) (statement by Sen. Kyi) ("The present bill ini|X>ses higher thresholds, requiring a reasonable likelihood of invalidity for 
inter partes review, and more-likcly-lhan-nol invalidity for post-grant review. Senaloni Feingold and CORIJRN and T also 
recommended llial the Patent OlTice be allowed to oiierate inter partes reexujnitiation as an adjudicative proceeding, where Ibc 
burden of proof is on Qie challenger and lire office simply decides whether tlic challaiger lias met liis burden, 'i'he presail bill 
inalces this change, repealing requirements that inter partes lie run on an examinational model and allow-ing the P'i'O to adopt an 
adjudicative model.”); 157 Cong. Rec. S1097 (daily March 2, 2(ill) (statement by Sen. Hatch) (“Hie pending legislation also 
provides a new poslgrant review opposition proceeding to enable early challaiges to the validity of patents. Hiis new but lime- 
limited poslgrtinL review procedure vvill help to aihancc piilciil quality and restore confidence in llic prcsimiption of validity that 
comes with issued patents.”); 157 Cong. Rec. Sllll( March 2,2011) (statement by Sen. Leahy) (“|l|t decreases tlie lilcelhiood of 
ex]iensive litigation because it creates a less costly, in-house administrative alternative to review patent validity claims.”); 
157 Cong. Rec. SI 326 (daily ed. March 7, 201 1) (statement by Sen. Sessions) ('T)lhcr rclbmis included in the bill will improve 
the quality ofU.S. patents over the long term. The bill creates a new posl-granl review ot' patents, which can be sought within the 
first 9 months afier Uie patent is issued and used to raise any challaigc to Qie patent. This vvill allow invahd patents that were 
mistakenly issued by the P'i'O to be fixed early in tlidr life, before diey dismpt an entire industry or result in expensive litigation. 
^ * The bill also makes stnvctnral reforms to post-grant review that were sought by the PTO. It allows inter partes 

reexamination to be run as an adjudicative system, and elevates the threshold for starling jx>sl-granl pmceedings. Hie PTO has 
insisted ilial a liighcr llircshold is critical to its ability to aclmimslia’ these proceedings. By raising the threshold for starling an 
inter paites review' to a sliowiiig of a "reasonable likelihood’' that a patent is invalid, the bill will allow the P'i'O to avoid 
accepting challenges tliat w'ere unhkely to win in any event”; 157 Cong. Rec. S1352 (daily ed. March 8, 2011) (statement by 
Sen. TJdall) ('inter partes reexamines a proceeding at the Patent Office that allows for tire vahdiri'' of a patent to be challenged in 
an administrative proceeding. These proceedings are intended to serve as a less-expensive alternative to courtroom litigation and 
provide additional access to the expertise of the Patent Office on questions orpalailabilily.”); 157 Cong. Rec. Si 374-5 (daily ed. 
March 8, 2011) (statement by Sen. Kyi) pin addition, the bill creates a new post-grant review in which a patent can be 
challenged on any validity ground during tlie first nine months after its issue.”): 157 Cong. Rec. S3768 (daily ed. hme 14, 2011) 
(statement by Sen. T.ealiy) (“Section 18 of H.R. 1249 provides tor a tailored pilot program which would allow' patent ofTlce 
experts to help the court review Qie vahditv of certain business method patents using the best available pnor art as an allemalive 
to costly litigation.”); 157 Cong. Rec. S5326 (dady ed. Sept. 9, 2011) (statement by Sen. Lealiy) (“ihe bill v■^ill also improve 
upon tlic cun'ait system for challenging the validity of a patent at the FIO. llic cunent inter paites reexamination process has 
been criticized for being too easy to initiate and used to harass l^itimate patent owners, while being too lengtiiy and unwieldy to 
actual h' serve as an alternative to litigation when users are confronted with patents of dubious validiri'.”). 

House Repori, 112-98 — Part 1, page 46. 

^^ouse Report 1 12-98 — Part 1, Page 47 (italics and bolding added). See also id. at 75: “Subsections (a) and (d) [of Section 6 of 
the ATA], enact new chapters 31 and 32, which create adjudicative systems ofjxisl-gninl and inter partes reviews.” 
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From the foregoing it is clear that the IPR and PGR proceedings were never intended to be 
“patentability” determinations, but rather adjudicative proceedings for deciding whether a 
petitioner has proven the “unpatentability,” i.e. the invalidity of one or more of the challenged 
patent claims. 

The text of the AIA is also consistent with the view that PGR and IPR are intended as 
new processes for challenging validity, not as continuations of the examination process. The 
words “broadest reasonable interpretation” are nowhere mentioned in the AIA or in the 
legislative history of the bill other than in one offhand floor remark of Senator Kyi who made 
mention of a “broadest reasonable interpretation” not as one that would be applied by the PTO, 
but rather as one that might “now” be asserted by a patent owner in a post issuance proceedings^ 
(which could only be in a reexamination proceeding, not in a PGR or IPR proceeding). 

And to the contrary, various provisions of the AIA relating to PGR and IPR refute the 
suggestion that BRI may be used in connection with the construction of issued patent claims. 
Under the amendment to 35 U.S.C. § 301 made by ALA Section 6(g), for example, various new 
categories of information are specified that may now be submitted to the PTO for consideration 
in IPR and PGR proceedings. This provision opens these proceedings to the submission and 
introduction of intrinsic and extrinsic evidence that is relevant to claim construction, including 
“statements of the patent owner filed in a proceeding before a Federal court or the Office in 
which the patent owner took a position on the scope of any claim of a particular patent.” AIA § 
301(a)(2)(italics added). Such information, which is of the type authorized for consideration 
under Phillips but not BRI as applied by the PTO, is to be used by the PTO solely for the 
purpose of construing challenged patent claims. As AIA § 301(d) states: 

(d) LIMITATIONS - A written statement submitted pursuant to subsection (a)(2) [of 
301] . . shall not be considered by the Office for any purpose other than to determine the 
proper meaning of a patent claim in a proceeding that is ordered or instituted pursuant to 
section 304 [ex parte reexamination], 314 [IPR], or 324 [PGR], (italics added). 

Since such information would not be relevant under BRI, the only reasonable conclusion is that 
the statute intends that such information be considered in connection with the determination of 
“the proper meaning” of a patent claim both when instituting and deciding PGR and IPR 
proceedings. As Senator Kyi explained; 

This provision allows written statements of the patent owner regarding claim scope that 
have been filed in court or in the Office to be made a part of the official file of the patent, 
and allows those statements to be considered in reexaminations and inter partes and post- 
grant reviews for purposes of claim construction. This information should help the Office 
understand and construe the key claims of a patent.** 

157 Cong. Rec. SI 375 (daily ed. March 8, 2011) (statement by Sen. Kyi) (Section 301 “should also allow the Office to identify 
inconsistent statements made about claim scope — ^tbr example, cases where a patent owner successfully advocated a claim scope 
in district court that is broader than the ’broadest rea.sonable construction’ that he now uraes in an inter partes review.”). 
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Other sections of the AIA are consistent with the view that the PTO may not ignore prior 
proceedings relating to the patent claims at issue, as it would were BRI the operative standard. 
AIA § 324, relating to the relation of PGR and IPR to other proceedings or actions, states in 
relevant part: 


In determining whether to institute or order a proceeding under this chapter 
[PGR], chapter 30, or chapter 31 [IPR], the Director may take into account 
whether, and reject the petition or request because, the same or substantially the 
same prior art or arguments previously were presented to the Office. 

During the March 8, 201 1, Senate debate of the AIA, Senator Kyi explained that the purpose of 
this section was to ensure the PTO would consider the prior prosecution history of the patent, so 
that PGR and IPR proceedings would not become vehicles for the reconsideration of issues that 
were previously before the PTO: 

In the second sentence of section 325(d), the present bill also authorizes the 
Director to reject any request for ex parte reexamination or petition for post-grant 
or inter partes review on the basis that the same or substantially the same prior art 
or arguments previously were presented to the Office, This will prevent parties 
from mounting attacks on patents that raise issues that are substantially the same 
as issues that were alrecuJy before the Office with respect to the patent. The Patent 
Office has indicated that it currently is forced to accept many requests for ex parte 
and inter partes reexamination that raise challenges that are cumulative to or 
substantially overlap with issues previously considered by the Office with respect 
to the patent. 

Senator Kyi further reported that that the PTO anticipated that it will be dealing with different 
claim constructions advanced by different petitioners challenging the same patent, and that the 
PTO’s joinder decisions would turn on, among other factors, litigation-based constructions and 
rulings: 


The Office also has indicated that it may consider the following factors when 
determining whether and when to allow joinder: differences in the products or 
processes alleged to infringe; the breadth or unusuahiess of the claim scope that 
is alleged, particularly if alleged later in litigation; claim-construction rulings 
that adopt claim interpretations that are .substanlially different from the claim 
interpretation used in the first iretition when that petition 's interpretation was not 
manifestly in error; whether large numbers of patents or claims are alleged to be 
infringed by one or more of the defendants; consent of the patent owner; a request 
of the court; a request by the first petitioner for termination of the first review in 
view of strength of the second petition; and whether the petitioner has offered to 
pay the patent owner’s costs. ^ 


I 57 Cong. Rcc. SI 376 (daily cd. Mar. 8, 201 1 ) (slalcmcnl of Sen. Kyi) (italics added). 
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These directives would have no meaning had it been the intention of Congress that the PTO 
ignore the prosecution history of the patent at issue and judicial claim construction rulings, as the 
PTO’s BRI approach would mandate, in deciding whether a PGR or IPR should be instituted. 

3. The AIA Does Not Provide Sufficient Opportunity for Patent Owners to 
Amend their Claims to Justify the Use of BRI in PGR and IPR 

The lynch pin for allowing the use of BRI under Yamamoto — an applicant’ s right to 
amend the claims at issue as needed to overcome their rejections by the PTO — is lacking as to 
both issued patent claims and any substitutes that may be added during PGR and IPR. In fact, in 
PGR and IPR proceedings, the challenged claims of an issued patent may never be directly 
amended. The patent owner’s only options with respect to the original claims of a challenged 
patent are to have them examined in PGR and IPR in the forms they were issued, or to cancel 
them in their entirety. 

AIA §<) 316(d) & 326(d) relating to amendments of a patent during IPR and PGR are 
worded differently from 35 USC § 305, which authorizes amendments in reexaminations. 
Section 305 not only permits the introduction of “a new claim or claims” in reexaminations, but 
also allows the patent owner to “propose any amendment to his patent,” thus allowing direct 
amendment of originally issued patent claims. As explained in the ABA-IPL, AffLA and IPO 
joint comments on the PTO’s proposed AIA rules: 

The “ability to amend” cited by the court in decisions such as In re Yamamoto, 740 F.2d 
1569, 1571 (Fed. Cir. 1984) is the unlimited ability to amend as present during initial 
examination. The reexamination statutes provide that the patent owner is “permitted to 
propose any amendment to the patent and a new claim or claims” apart from claims 
which enlarge the scope of the patent. 35 U.S.C. § 305 and pre-AIA § 314(a). If an 
Examiner advances a new rejection in a reexamination, the action normally is not a final 
action or an action closing prosecution. Even after final action or action closing 
prosecution, the patent owner can make amendments necessitated by the new rejection. 
37 C.F.R. § 1.116. If the Board advances a new rejection on appeal, prosecution is 
reopened and the patentee has a right to amend again. 37 C.F.R. §§ 41.50(b) and 
41.77(b). Thus, the patent owner can amend as needed in response to newly adduced 
evidence. IPR and PGR as proposed do not afford such an unlimited right to amend. 

By contrast to this “any amendment” language, corresponding sections of the AIA 
provide no right to amend a challenged patent claim, only to file a motion to cancel it in its 
entirety. AIA § 326(d) is representative: 

(d) Amendment of the Patent. - (I) In general. - During a post-grant review instituted 
under this chapter, the patent owner may file 1 motion to amend the patent in 1 or more 
of the following ways: 


ADA-IPL, AIPLA and IPO Joint submission of conmients on the proposed niles, at pttge 7. 
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(A) Cancel any challenged patent claim. 

(B) For each challenged claim, propose a reasonable number of substitute 
claims.^' 

While “a reasonable number” of substitute claims may be added, the PTO’s PGR and 
IPR rules still do not allow for the kind of iterative amendment process that would be required to 
authorize the use of BRI under Yamamoto. Only one opportunity to present substitute claims is 
guaranteed under AlA §§ 316(d) and 326(d), and any further amendment of those claims is 
allowed under subsection (d)(2) only “to materially advance the settlement of a proceeding” or 
“as permitted by regulations prescribed by the Director.” As noted in the joint comments of 
the ABA-IPL, AIPLA and IPO: 

IPR and PGR as proposed do not afford such an unlimited right to amend. In IPR 
and PGR, the patent owner is presumptively limited to only “one motion to amend the 
patent.” See AIA, 35 U.S.C. § 316(d)(1) Even this one amendment requires approval by 
the Board. Proposed Section 42. 1 2 1 . After the patent owner's amendment, the petitioner 
“may supplement evidence submitted with their petition to respond to new issues arising 
from" the patent owner’s one amendment. Practice Guide for Proposed Trial Sections, 77 
F.R. §§ 6868, 6875. The Patent owner may not further amend to meet new arguments or 
new evidence advanced by the petitioner in a response or by an Administrative Patent 
Judge at trial.’’'' 

Moreover, the 12-18 month time constraints imposed by statute on PGR and IPR 
proceedings make an iterative amendment process of the kind needed to justify the use of BRI a 
practical impossibility. Given such short time frames, no right of amendment is, or could be, 
given to the patent owner to amend his claims following the Patent Trial and Appeal Board’s 
decision on the merits, thereby depriving the patent owner of the basis on which the fairness of 
BRI rests — that a patent owner is not harmed because he may amend his claims in response to 
an adverse ruling on patentability. 

In situations where BRI forces the introduction of “substitute claims” when the use of the 
judicial construction would not have, the patent owner will inevitably be prejudiced because such 
substitutes can never provide protections equivalent to those of the original patent claims. First, 
no amendment of the patent under IPR or PGR “may enlarge the scope of the claims of the 


also AIA ?!§ 316(9) and 326(9), which authorize the Itii'ector to prescribe regulations for “settmg forth standards arrd 
procedures for allowing the patent owner to move to amend the patent under subsection (d) to cancel a challenged claim or 
propose a reasonable number of substimte claims... '' 

And as noted above in Idle Free Syviems. Inc. v. Bei-gsirom Inc., the ‘h’easoiiable niunber of substitute ckiinis'’ has become 
■■‘only one claim”. Id at 5. 

Tn the PTO's proposed rules, a motion to amend a substitute claim may be allowed tor ‘'good cause showing." Practice Guide 
for Proposed Trial Rules, 77 Fed. Reg. 6868, 6874 (Feb. 9, 2012). The PTO’s ''Pnielice Guide” further discourages proposed 
amendments filed later than tlie patent owner’s response or opposition to the petition, wriniing that “[ajmendnieiits filed late in 
the proceeding may impair a petitioner’s ability to mount a Ml response in time to meet the statntoiy deadline for the proceeding. 
Hence, in evaluating good cause, the Board will take into account Ihe timing of the submission with request made earlier in the 
proceeding requiring less compelling reasons than would be required for amendments later...” Id. 

ARA-TPT,, ATPT.A and TPO joint submission of comments on the proposed rules, at pages 8-9. 
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patent or introduce new matter,” so that from a practical standpoint, most substitute claims will 
be narrower than the original patent claims.^^ Second, the terms of substitute claims begin with 
their grants, and may be further limited as against preexisting infringements by the AIA’s 
intervening rights provisions.^'" As such, when the introduction of one or more substitute claims 
is forced solely because of the application of BRI, patent owners will lose any accrued patent 
damages, and will also likely be denied injunctive relief as to ongoing infringements. 

In summary, use of BRI in PGR and IPR will lack the safeguards on which Yamamoto 'a 
authorization of BRI depends. Without these safeguards, what remains amounts to a substantive 
change in the way patent claims are to be construed in PTO proceedings brought by third parties 
to deprive patent owners of their vested patent rights. As the bar associations have noted, this 
raises serious questions as to whether in forcing BRI into IPR and PGR the PTO is exceeding its 
rule making power, which is procedural, not substantive.^’ 

4. The Use of BRI in IPR and PGR Proceedings is Neither in the Piihlic’s 
Nor the Patent Owner’s Best Interests 

There are a number of compelling reasons why the use of BRI is neither in the public’s or the 
patent owner’s best interests. First, the PTO’s use of BRI in PGR and PR negates a principal 
purpose of PGR and IPR — to serve as a quality control check on PTO performance by 
addressing the issue of whether the PTO is granting patents with claims that will stand up in 
court. PGR and PR were enacted by the AIA along with several other initiatives intended to 
improve patent quality, including increased funding for the PTO and more objective standards 
under which patents are to be examined. PGR and IPR were provided as part of these quality 
initiatives to provide the public less expensive processes than litigation for weeding out patents 
that would not stand up in court. The use of BRI in PGR and PR would negate this quality 
control function, as BRI mandates that prior PTO proceedings be ignored in construing the 
claims, so that neither the PTO nor the public will ever know if the PTO got the patentability 
issue right in the first place. 

Second, the PTO’s use of BRI will preclude members of the public from being able to 
base their patent challenges on the claim interpretations that are applicable in court, and impose 
on the public and patent owners alike the burden of many PRG and PR proceedings that would 
have been unnecessary had the patent claims been more narrowly construed. 

The legislative history of the AIA reflects that Congress was seeking to avoid 
unnecessary PGR and PR proceedings, not to encourage them. To prevent patentees from being 

’’ ATA §§ SI 6(d)(t) & t26(dXt) Tn Lhcs^ respects, substitutes are tieated similarlv to amended claims in reexaminations 
See AIA §§ 316 (d) & 318 (c) for tPR and §S 326(d) and 328 (c) for PGR. 

ABA-IPL. AIPLA and IP(D joint submission of comments on the proposed rules, at page 7: "To the extent that is the intent of 
tlie Office’s Proposed Rules would result in claim constroctions that differ from tliose mandated imder judicial precedent, these 
lulcs wunld also appeal' to exceed tlte autlioritv' of the Office, t^frich docs not enjoy substantive lulc making potver." Tufas v. 
Doll. 559 i'.3d 1345. 1352 (I'ed. Cir. 2009). 
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harassed by such proceedings, and to protect the public from expending time and expense on 
petitions that are not likely meritorious, Congress raised the thresholds for instituting PGR and 
IPR above those used in reexaminations, and incorporated other safeguards allowing the PTO to 
decline to institute them even where those thresholds have been met. Congress was concerned 
that the 95% institution rate for inter partes reexamination was too high. As a result, both PGR 
and IPR abandoned the “substantial new' question” threshold used in reexaminations in favor of 
higher threshold standards, with the expectation that the institution rates would drop 
substantially. ’* Nonetheless, the PTO estimates that, with BRI in place, about 90% of all PGR 
and IPR petitions w'ill still result in proceedings being instituted. The PTO’s use of BRI will thus 
subject owners of patents w’ith claims that w’ould be found perfectly valid in the courts to many 
unnecessary PTO proceedings. 

The use of BRI in PGR and IPR will also deprive members of the public from bringing 
petitions, and patent ow’ners from defending against those petitions, based upon the claim 
constructions that w’ould be used in the courts. The expansion of the challenged patent’s claims 
under BRI means that both sides will be subjected to still-relatively-expensive administrative 
proceedings that may only end up showing that the original determination of patentability was 
entirely correct, and that if the PTO had only interpreted the claim terms in accordance with their 
“ordinary and customary” meanings in the first place, the proceeding would not have had to be 
instituted. Given that it has been estimated that the cost to each party to complete an IPR or PGR 
will be between $250,000 and $750,000 or more, the PTO’s approach represents a tax on the 
inventor community that may impose an undue financial burden on some of its most vulnerable 
members - independent inventors, startups, small businesses and university tech transfer offices. 

Third, the PTO’s use of BRI in PGR and IPR will force many patent ow'ners to cancel 
claims and submit substitute claims, thus forfeiting substantial portions of their patent grant, 
when neither would have been required had the PTO construed them as they are in court. Patent 
owners will thus be deprived patent protection to which the PTO had earlier, correctly 
determined the patent ow'ner was entitled. 

The House Report on the AIA in fact cautions the PTO to protect the inventor community 
from potential abuses that could arise as the result of the new' IPR and PGR proceedings: 

The Committee recognizes the importance of quiet title to patent owners to ensure 
continued investment resources. While this amendment is intended to remove current 
disincentives to current administrative processes, the changes made by it are not to be 
used as tools for harassment or a means to prevent market entry through repeated 
litigation and administrative attacks on the validity of a patent. Doing so w'ould frustrate 


157 Cong. Rco. S1375 (daily od. March 8, 2011(sUitcmcnt by Sen. Kyi) ("Among lire most imporlanl prolcoLiona lor paLail 
owners added by tlie present bill are its elevated thresholds for instituting Liter partes and postgr’ant review's. The present bill 
dispenses with the test of ' substantial new question of patentability,’ a standard tliat currently allow-s 95% of all requests to be 
granted. Tt instead imposes thresliolds tliat require petitionen; to present information that creates serious doubts about the patent's 
validity. Under section 314(a), inter partes review will employ a reasonable-likelihood-of-success threshold, and under section 
324(a), poslgranl review will use a more-likelv-lhan-not-invalidily threshold.”). 
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the purpose of the section as providing quick and cost effective alternatives to litigation. 

Further, such activity would divert resources from the research and development of 

inventions. As such, the Committee intends for the USPTO to address potential abuses 

and current inefficiencies under its expanded procedural authority. 

Fourth, the PTO’s use of BRI in PGR and IPR will prejudice the public and many 
accused infringers when the patentability of the then-more-broadly-construed claims are 
confirmed, leading to judicial decrees of infringement liability that would not otherwise have 
occurred.'’" Such a result will be most common when the judicial construction would have 
narrowly construed the original patent claims because of arguments made during the original 
prosecution, but will not if those arguments are not repeated during the PGR or IPR. The result 
may discourage accused Infringers from challenging patent in PGR or IPR for fear the asserted 
patent’s claim may be effectively broadened through the application of BRI in construing its 
original text. 

Moreover, such potential outcomes will disturb the “bedrock principle” of patent law that 
the claims of a patent as interpreted using applicable judicial precedent will “define the invention 
to which the patentee is entitled the right to exclude.”'*' The public will no longer be able to rely 
on the scopes of issued patent claims as they were finally construed during their initial 
examinations, or to malce their licensing, product development and related business decisions 
based on them.'*^ 

Conclusion 

The PTO’s use of BRI in IPR and PGR proceedings is inconsistent with both the text of 
the AIA and its legislative history. Congress envisioned PGR and PR as adjudicative, not 
examinational, proceedings for allowing members of the public to challenge the validity of 
patents in the PTO. Accordingly, in ruling on those challenges, the PTO should interpret the 
involved patent claims as they would be in court. 

The use of BRI to interpret patent claims in PR and PGR is now resulting in prejudice to 
petitioners, patent owners and the public at large. The principle justification for allowing the 
PTO to use BRI in its examinational proceedings — that patent owners will not be harmed 
because there is a sufficient opportunity for patent owners to amend their claims as needed in 


’’ See hLlp://judiciary.h(msc."ov7issiics/Patcnl%20Rcronn%20PDFS/CRPT-l 1 21iq')l98-pll .pdl', ill page 48. 

Elsewhere, Ihe P'i'O has poshed lhal il would be unworkable for Qie P'l'O lo eonlinue lo use BRI m exanunalions, 
reexainmatioiis and reissues, wliile using the comt interpretation in iPR and PRO. See the Director's blog post at 
mvw.uspto.gov/l>!og/d!rectoi7entr57ensuriTig_qua!it3’_iiiter_partes_and. As explained herein, the PTO is already using the 
court inlciprcLalion in ccrlain reexaminalions and reissues, and will continue Lo do so. Moreover, since Ihe courLs and ITC will 
continue lo apply the judicial inLerpreUilion U> patent claims, as discussed herein, claim conslrucUon consislencv amoii" all PTO 
proceedings is neillier oblauiable nor desirable. 

^'7-’/n7/?>6-.415i-'.3d at 1312. 

Moreover, the AIA places no limit on the mu'nber of IPR proceedings that may be brought against a single patent by successive 
challengers, each of which, due to RRT, might exirand the patent’s scope, thereby leading to further uncertainty’. 
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response to adverse PTO rulings on patentability — is lacking in PGR and IPR. The use of BRI 
in PGR and IPR frustrates the Congressional intent of establishing them as checks to see if the 
PTO is granting patents that will stand up in court. Because claims are interpreted more broadly 
using BRI, its use in PGR and PR is leading to the declaration of numerous unnecessary 
proceedings in which many patent owners are being forced to cancel their original patent claims 
and submit substitutes, thereby forfeiting substantial portions of their original patent grant. The 
public and accused infringers are further being prejudiced when the patentability of the then- 
more-broadly-construed claims are confirmed in PGR and PR, resulting in judicial decrees of 
infringement liability that would not have occurred had the PTO applied judicial claim 
construction principles. 

There is no good reason for the PTO to refuse to apply traditional judicial claim 
construction principles in construing claims in PR and PGR proceedings. The PTO is already 
applying that precedent in certain post issuance proceedings, where a right to amend the claims is 
not available, and could easily do so in PR and PGR. Given that the PTO will continue to use 
both BRI and judicial claim interpretation in various of its examinational proceedings, claim 
construction uniformity is not achievable within the PTO. Application of a uniform rule 
specifying that judicial claim construction principles apply to all adjudicative patent invalidity 
proceedings is achievable, and should be adopted by the PTO for PGR and PR, as it has been in 
the courts and ITC.*^’^ 


The Coalition has approxintalcly 50 members from 18 diverse industry^ sectors 
and includes many of tlie nation s leading mamifactiirers and researchers. 
The Coalitioivs Steering Committee includes .1M. Caterpillar. General Electric, 
Jolmson & Joluison, Eli Lilly and Procter & Gamble. 

Visit http://\M-vw.pateitfsnia tter .com for more information. 


To ibroclosc iho possibililv Qial Qic PTO may use BRI iniPR and PGR, Ihc Coalilion ibr2r' Cenlury Palcnl Rcrormhas 
proposed Uvo lecbnical amendments to elarilV that, during PGR and TPR, issued iwlenl claims should be conslmed the same wav 
as tlicy arc in tlic couils. in paiticular it is proposed that the concluding saitcncc (shown in italics) be added at tlic end of 
sections 311 (b) and 321 (b): "‘(b) SCOPE. — petitioner in a [post-grant] [inter paries] review may request to cancel as 
mipatentable 1 or more claims of a patent on any ground that could be raised wider [paragraph (2) or (3) of section 282(b) 
(relating to invalidity of the patent or any claim)] [section 102 or 103 and only on the basis of prior art consisting of patent or 
printed piiblicaLions], In such detewiiiiations ofmipatenJahilitv, each claim of an issued patent shall he consTnied as Though its 
validity’ were at issue as a defense under section 2S2(b). " (Proposed amendments in italics: diJIerences between existing sections 
3 1 I (b) and 321(b) shown in brackets). Section 9(c) of the ‘TKscussion BralV’ published by Chairman Goodlatte on Mav 23, 2013, 
■would reach tlic same result by adding the follo'wong language to both sections 3 16(a) and 326(a): "providing tliat for all pmposes 
wider Qiis chapter, each claim of a patent shall be construed as such claim has been or vvould bo in a civil action to invalidate a 
patent under section 282, including consttuing each claim of the patent in accordance witli the ordinary and customary meaning 
of such claim as understood by one of ordinary skill in the art, the prosecution history pertaining to the patent, and prior j udicial 
detenninations and stipulations relating U> ihcpatoiL” 
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The Honorable Luniur Smith 

C'hainiian, C'ominiltee on Science, Space, and Technology 
U.S. House ot Repccsenlalivcs 
Washington. DC 20515 

Dear Mr, Chairman: 

Thank you Tor your letter requesting inTormalion regarding pending “pre-CiA T'T" palcnl 
applications, i e., those pending applications tiled hetbre the June X, 1095, ciTcctivc date of the 
amendments made by section 532 oTlhe Uruguay Round Agreements Act CTIKAA") (Pub. 1.. 
No. 103-465). By statute, pending prc-UATI applications are normally confidential until 
granted as a patent. 

In response to your request, we have enclosed a spre,adshect that provides spceilic information 
regarding each oT the 4S2 currently pending "pre-GA IT" patent applications, flie.sc .ipplications 
are in din'erent stages of prosecution. .As requested, the spreadsheet includes inTormation on the 
filing dale and priority dates; inventor name; assignee recordation; entry of a request for 
continued examination (RCH), a continued pniscculion application (CPA), or a request to reopen 
prosecution under Code of l•cdc^al Regulations rule 1 . 1 29; and whether the application has been 
physically lost, suspended, involved in litigation, or previously placed under a secrecy order, 

Continuing prosecution of these applications has required a substantial commitment of United 
Slates Patent and Trademark Office (U'SPTO) personnel and resources. A dedicated team of 12 
patent e.xaminers currently works full-time on the subset of 399 “pre-GA fl " applications tiled 
by a single named inventor. Another team of 12 patent examiners, on a less than full-time basis, 
is charged with the continuing e.xamination of a subset of 39 “pre-GA fT" applications filed by 
another single named inventor. 

By definition, the pre-GA fl applications claim technology that was developed no later than 
1995. And, as indicated in the enclosed data, many of these applications claim technology that 
dates to the 1 980s and even 1970s. 'ntus. if a pending pre-GA I'T application were to issue as a 
patent today, that patent would be entitled to a 1 7-ycar term and would not c.xpirc until the year 
2030. Moreover, because the pending pre-GA'I I applications have not been published by the 
USP TO, ihe public currently docs not have notice that patents may issue that claim the 
inventions in question. These applications may claim cstahlished technology that has been 
publicly available for decades and in widespread public use. Those pre-GATT applications that 
are ultimately tbund to lx‘ patentable may also disrupt the settled expectations of mamifaetiu'crs 
and innovatons working in the ptitcnt's related field of technology. 


PO Box I4SO. Al«xanena vaploo 22313- M50 .MWO 1 & 01 DGQV 
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An identical version of this letter has been sent to Chainnan Leahy, Thank you for your 
continuing support for the employees and operations of the USP'l’O, 


Sinccrel>, 




' '/W 

Teresa manek Rea 

Acting Under Secretary and Acting Director 


Enclosure 

cc; The Honorable Roben Goodlatte 
The Honorable John Conyers 
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Chairman Goodlatte, Ranking Member Conyers and Members of the House Judiciary 
Committee, on behalf of the National Retail Federation (NRF) and its divisions Shop.org and the 
National Council of Chain Restaurants. T appreciate the opportunity to submit this written 
statement to the Committee in connection with its hearing entitled "Improving the Patent System 
to Promote American Innovation and Competitiveness" held on October 29, 2013. 

As the world’s largest retail trade association and the voice of retail worldwide, NRF 
represents retailers of all types and sizes, including chain restaurants and industry partners, from 
the United States and more than 45 countries abroad. Retailers operate more than 3.6 million 
U.S. establishments that support one in four U.S. jobs - 42 million working Americans. Founded 
in 1 996, Shop.org's 600 members include the 10 largest online retailers in the U.S. and more than 
60 percent of the hilemel Retailer Top 1 00 E-Retailers. The National Council of Chain 
Restaurants, a division of the National Retail Federation, has worked to advance sound public 
policy that serves restaurant businesses and the millions of people they employ for over 40 years. 
NCCR members include the country’s most respected quick-seivice and tahle-sennce chain 
restaurants. Contributing $2.5 trillion to annual GDP, retail is a daily barometer for the nation’s 
economy. Retailers create opportunities for life-long careers, strengthen communities at home 
and abroad, and play a leading role in driving innovation. Leam more at wwwMirf.com . 

Patent trolls have taken advantage of brick and mortar stores, e-commerce sites, and 
chain restaurants by exploiting the end users’ inexperience in the traditional patent community 
through litigation and vague and broad demand letters. We are encouraged that Members of the 
Judiciary Committee recognize this abuse on Main Street businesses and the negative impact it 
has on our economy. When retailers estimate the costs involved in litigating through judgment, 
they will often settle because they simply do not have the resources to see it through. The 
Innovation Act, H.R, 3309, covers important facets of litigation refomi which will take away the 
trolls’ ability to run up legal bills, a strategy often used against retailers, NRF appreciates 
continued congressional attention to patent troll abuse, and H.R. 3309 is a thoughtful step 
forward to combat this serious and growing problem. 

Patent trolls account for close to half of all patent lawsuits in the United States, and their 
suits cost the economy tens of billions of dollaR a year. According to a Boston University study, 
patent trolls cost businesses $29 billion in 201 1 alone. Patent trolls force businesses to spend 
between $350,000 and $3 million on discoveiy for each lawsuit.' These lawsuits hamper 
technological innovation and adoption, crowd our court system, inhibit job creation, and 
ultimately drive up costs for retailers and prices for consumers. 

The majority of these lawsuits are against retailers and other small businesses, 55% of 
whom make $10 million or less annually. Additionally, in 2012, more non-technology 
companies than technology companies were sued by patent trolls.^ Patent trolls are increasingly 
targeting traditional brick-and-mortar merchants, e-commerce companies, and chain restaurants 
alike. Trolls target retailers because, as end users of technology, they are more numerous than 


^ James E. Besson and Michael J. Muerer, 'The Direct Costs from NPE Disputes"’ Boston Univ, School of Law, Law 
and Economics Research Paper No. 12-34, June 28, 2012. 

^ Colleen Chien, “Patent I rolls by the Numbers,” Patently-0, March 14, 2013. 
htT://\vw'w.parentl)’o.cojtv'pateiit/2ni3/03/chien-patent-trolls.htnii 
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manufacturers and suppliers, and therefore are more profitable to the trolls. Trolls also know 
that retailers have less technological expertise to defend the allegedly infringing products. 
Retailers of all sizes operate on thin profit margins and do not have the resources to fight back. 

As primary targets of the trolls, retailers seek an effective resolution to this abusive patent 
litigation strategy by trolls. Specifically, retailers are encouraged by legislative language in the 
Tnnovation Act that proposes to pennit stays of lawsuits against end-users in eases where the 
manufacturer agrees to fight the patent suit on behalf of its customers. If manufacturers are able 
to intervene on behalf of their customers more reliably, the trolls’ incentive to target retailers and 
other end users declines. We look forward to continuing to work with Chairman Goodlatte and 
Members of the Judiciary Committee to improve this language and better effectuate the intended 
goal of addressing abusive suits against end-user customere. 

In addition to the growing number of patent troll lawsuits for retailers’ and restaurants’ 
use of cutting-edge technology and innovative services, lawsuits centered on practical business 
applications are on the rise as well. Recently, one troll filed suit against over a dozen retailers on 
a business method patent for conducting business over the Tntemet. E-commerce represented 
$70 billion in the second quarter of 20 1 3’’, and claims of this nature will significantly hamper the 
future of the retail industry. 

The Innovation Act makes important changes to the existing covered business method 
patent program, giving retailers an added tool in fighting back against patent trolls. Businesses 
in the financial services industry have effectively used the program's post-grant review at the 
United States Patent and Trademai k Office established in Section 1 8 of the America Invents Act, 
and expansion of the program beyond the financial services industry would enable retailers a 
more economical and efficient option to fighting off patent suits rather than litigating. 

Litigation is not the only problem facing retailer's and chain restaurants when it comes to 
patent trolls. Trolls also send deceptive patent infringement letters demanding a licensing fee 
with no intention to ever file a lawsuit. Retailers often settle these nuisance claims because it is 
much more expensive for a retailer to consult with an attorney to determine the merits of the 
claim than it is to settle. Knowing this. Polls prey on retailers and send these vague and 
intimidating letters en masse. It is important to the retail community that legislation addressing 
patent litigation reform also addresses the misleading correspondence trolls use. 

Combating the rise of patent trolls is a top priority for retailers, and we appreciate the 
work the Members of the Committee have done to help address the trolls’ abusive litigation and 
tactics. Retailers look forward to continuing to work with policymakers to pass effective 
legislation which will provide them relief from patent trolls. 


^ E-CoinmtUt Retail Insight Center. NatioDal Retail Federation Foimdation. Available at 

iiup '/'ic a iix.il 1 AiiranU a(xo n.convT)c rvi uli.asp.x?pg=4 6#.Um7WDczD GJ . 



Congressman Bob Goodlatte 
2309 Rayburn HOB 
Washington, O.C. 20S1S 


Dear Chairman Goodlatte, 


M*CAM [5 an innovation focused merchant and investment banking firm that specialltes 
in the financing, sale, and qualitative analysis of Intangible assets Including all 
intangibles defined In the Uniform Commercial Code §9 (U.C.C. §9). These intangible 
assets include patents and trademarks. It is important to identify quality intangible 
assets because they are uniformly included as collateral for senior secured financial 
transactions in amounts exceeding $4 trillion In the U.S. alone. Low quality assets act as 
counterfeit currency and must be identified and eliminated. Therefore, we have 
developed Internal off-the-shelf software to help us determine the uniqueness, quality 
and commercial viability of these assets. As you are aware from my previous testimony 
to your Committee, this software has already inspired considerable review and reform 
of the U,S. and international patent regimes. 

As a financial entity, we have experience in the risk underwriting and actuarial 
treatment of these Intangible assets. Diligence on and determinations of the 
transferability of such properties is a critical step in the further development and 
utilization of the innovation asset marketplace. 

One of the best ways to perform this diligence starts at the base level by identifying 
assets attached to financial instruments incorporating the U.C.C. §9 General Intangibles 
Lien or by identifying individual properties in a specific lien. 

Therefore, we support this bill and the corresponding studies because they aim to bring 
quality metrics into the patent system and mitigate abuses by non-practicing entities. 

We see positive commercial benefits flowing from the ability to accurately catalogue, 
trace, record, and analyze the status of liens on these properties. This function, well 
established In real estate markets lor decades, should become a routine part of 
intangible asset transactions in the secondary markets. 

As such, there are at least two key areas of examination which could be Included as part 
of the GAO and USPTO studies in conjunction with this bill. 
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GAO Study: Improving Patent Quality Using Off-the-Shelf Software 

Recommendation to include the M*CAM DOORS^“ off-the-shelf software platform: 
Unstructured Data Collection. Processing, and Analysis 

M»CAM, Inc. and its predecessor. Mosaic Technologies, developed and deployed 
sophisticated unstructured data capture, dynamic analyte rendering, analysis, and 
actuarial-modeling systems to enable regulated financial institutions and government 
agencies to assess asymmetric economic and intelligence risks. This suite of code, 
content, and visualization technology is organized under M«CAM's DOORS^" software. 
Leveraging advanced data-capture and rendering technologies derived from intent- 
based communication modeling, high degrees of content uploading and updating 
capabilities are enabled. These include: 

• real-time latent network association identification; 

• multi-modal, multi-lingual, multi-format, real-time data association and 
rendering; 

• intent-based communications collection targeting; and, 

• intent-based analysis and actuarial planning. 

Innovative Intent-Based Communications Analysis 

This unique technology also affords a number of other highly beneficial opportunities. 
Most notable among these is the ability to approach the area of metaphor detection 
and replacement in written documents. It answers questions of how to deal with the 
"meaning" of expressions when the literal word-to-word translation is awkward or 
entirely misses the point. Using a linguistic genomic algorithm, M*CAM DOORS^" 
software allows a user to input data into a query and have an output where the intent 
conveyed in the communication is more accurate than a literal translation effort. 
Applied to patents, this technology acts as a "plagiarism detector". It identifies 
likelihood of word choice and recognizes when text has been copied or specific 
keywords have been replaced to avoid detection by keyword classification searches. 
The technology helps identify not only how unique a word, concept, or entire patent 
document is, but also identifies the intent behind what was written. Were the writers 
trying to hide language, copy an idea, or truly be novel? As an alternative to keyword 
search techniques and conceptual clustering techniques, M*CAM's DOORS^" software 
and linguistic genomics technology have capabilities that would significantly improve 
patent issuing quality within and outside of class code identification. As such, it is vital 
to understand how this software, currently in its seventh generation, could be applied 
to the USPTO examination process to improve quality. 
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USPTO Study on Secondary Markets - General Intangibles Liens 

Regarding transfer of intangible assets, particularly in cases dealing with Real Party In 
Interest, it is important to determine ownership of assets. Identifiable asset ownership 
and perfection of title are required for secondary purchase and transfer markets to 
operate efficiently. Ownership does not stop at declaration on documentation as often, 
banks, lenders and other financial institutions place liens on assets using U.C.C. §9 
General Intangibles liens. Until assets are released from these liens, the financial 
institution maintains interest and control for secondary markets purposes. Therefore, 
the USPTO study could consider the U.C.C. §9 reach (language below) and how it affects 
activities in secondary markets. 

"General Intangibles " shall mean, collectively, with respect to each 
Pledgor, all "general intangibles," as such term is defined in the UCC, of such Pledgor 
and, in any event, shall include (i) all of such Pledgor's rights, title and interest in, to and 
under all Contracts and insurance policies (including all rights and remedies relating to 
monetary damages, including indemnification rights and remedies, and claims for 
damages or other relief pursuant to or in respect of any Contract), (ii) all know-how and 
warranties relating to any of the Pledged Collateral, (iii) any and all other rights, claims, 
choses-in-action and causes of action of such Pledgor against any other person and the 
benefits of any and all collateral or other security given by any other person in 
connection therewith, (iv) all guarantees, endorsements and indemnifications on, or of, 
any of the Pledged Collateral, (v) all lists, books, records, correspondence, ledgers, 
printouts, files (whether in printed form or stored electronically), tapes and other 
papers or materials containing information relating to any of the Pledged Collateral, 
including all customer lists, identification of suppliers, data, plans, blueprints, 
specifications, designs, drawings, appraisals, recorded knowledge, surveys, studies, 
engineering reports, test reports, manuals, standards, processing standards, 
performance standards, catalogs, research data, computer and automatic machinery 
software and programs and the like, field repair data, accounting information pertaining 
to such Pledgor's operations or any of the Pledged Collateral and all media in which or 
on which any of the information or knowledge or data or records may be recorded or 
stored and all computer programs used forthe compilation or printout of such 
information, knowledge, records or data, (vi) all licenses, consents, permits, variances, 
certifications, authorizations and approvals, however characterized, now or hereafter 
acquired or held by such Pledgor, including building permits, certificates of occupancy, 
environmental certificates, industrial permits or licenses and certificates of operation 
and (vii) all rights to reserves, deferred payments, deposits, refunds, indemnification of 
claims and claims for tax or other refunds against any Governmental Authority. 

Intellectual Property Collateral " shall mean, collectively, the Patents, 

Trademarks, Copyrights, Intellectual Property Licenses and Goodwill. 

" Intellectual Property Licenses " shall mean, collectively, with respect to 
each Pledgor, all license and distribution agreements with, and covenants not to sue, 
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any other party with respect to any Patent, Trademark or Copyright or any other patent, 
trademark or copyright, whether such Pledgor is a licensor or licensee, distributor or 
distributee under any such license or distribution agreement, together with any and all 
(i) renewals, extensions, supplements and continuations thereof, (ii) income, fees, 
royalties, damages, claims and payments now and hereafter due and/or payable 
thereunder and with respect thereto including damages and payments for past, present 
or future infringements or violations thereof, (iii) rights to sue for past, present and 
future infringements or violations thereof and (iv) other rights to use, exploit or practice 
any or all of the Patents, Trademarks or Copyrights or any other patent, trademark or 
copyright. 


" Intercompany Notes " shall mean, with respect to each Pledgor, all 
intercompany notes described in Schedule 11 to the Perfection Certificate and 
intercompany notes hereafter acquired by such Pledgor and all certificates, instruments 
or agreements evidencing such intercompany notes, and all assignments, amendments, 
restatements, supplements, extensions, renewals, replacements or modifications 
thereof to the extent permitted pursuant to the terms hereof. 

" Patents " shall mean, collectively, with respect to each Pledgor, all 
patents issued or assigned to, and all patent applications and registrations made by, 
such Pledgor (whether established or registered or recorded in the United States or any 
other country or any political subdivision thereof), together with any and all (i) rights 
and privileges arising under applicable law with respect to such Pledgor's use of any 
patents, (ii) inventions and improvements described and claimed therein, (iii) reissues, 
divisions, continuations, renewals, extensions and continuations-in-part thereof and 
amendments thereto, (iv) income, fees, royalties, damages, claims and payments now 
or hereafter due and/or payable thereunder and with respect thereto including 
damages and payments for past, present or future infringements thereof, (v) rights 
corresponding thereto throughout the world and (vi) rights to sue for past, present or 
future infringements thereof. 

" Trademarks " shall mean, collectively, with respect to each Pledgor, all 
trademarks (including service marks), slogans, logos, certification marks, trade dress, 
uniform resource locations (URLs), domain names, corporate names and trade names, 
whether registered or unregistered, owned by or assigned to such Pledgor and all 
registrations and applications for the foregoing (whether statutory or common law and 
whether established or registered in the United States or any other country or any 
political subdivision thereof), together with any and all (i) rights and privileges arising 
under applicable law with respect to such Pledgor's use of any trademarks, (ii) reissues, 
continuations, extensions and renewals thereof and amendments thereto, (iii) income, 
fees, royalties, damages and payments now and hereafter due and/or payable 
thereunder and with respect thereto, including damages, claims and payments for past, 
present or future infringements thereof, (iv) rights corresponding thereto throughout 
the world and (v) rights to sue for past, present and future infringements thereof. 
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" Copyrights '' shall mean, collectively, with respect to each Pledgor, all 
copyrights (whether statutory or common law, whether established or registered in the 
United States or any other country or any political subdivision thereof, whether 
registered or unregistered and whether published or unpublished) and all copyright 
registrations and applications made by such Pledgor, in each case, whether now owned 
or hereafter created or acquired by or assigned to such Pledgor, together with any and 
all (i) rights and privileges arising under applicable law with respect to such Pledgor's 
use of such copyrights, (ii) reissues, renewals, continuations and extensions thereof and 
amendments thereto, (iii) income, fees, royalties, damages, claims and payments now 
or hereafter due and/or payable with respect thereto, including damages and payments 
for past, present or future infringements thereof, (iv) rights corresponding thereto 
throughout the world and (v) rights to sue for past, present or future infringements 
thereof. 


" UCC " shall mean the Uniform Commercial Code as in effect from time to 
time in the State of New York; provided, however, that, at any time, if by reason of 
mandatory provisions of law, any or all of the perfection or priority of the Collateral 
Agent's and the Secured Parties' security interest in any item or portion of the Pledged 
Collateral is governed by the Uniform Commercial Code as in effect in a jurisdiction 
other than the State of New York, the term "UCC" shall mean the Uniform Commercial 
Code as in effect, at such time, in such other jurisdiction for purposes of the provisions 
hereof relating to such perfection or priority and for purposes of definitions relating to 
such provisions. 

In conclusion, the study of M •CAM's DOORS^“ off-the-shelf software technology could 
vastly improve and increase the speed of the patent quality assurance processes. U.C.C. 
§9 General Intangibles Liens hold a great deal of the world's intangible assets. 
Identifying ownership of these assets is vital to secondary market function and 
transferability. Thank you for considering the inclusion of these suggestions into the 
GAO and USPTO studies respectively. 

Sincerely, 



Dr. David Martin 
Chairman 
M»CAM Inc. 
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October 18, 2013 

The Honorable Patrick J, Leahy 
Chairman, Coinmittee on the Judiciary 
United States Senate 
224 Dirksen Senate Office Building 
Washington, DC 20510 

The Honorable Bob Goodlatte 
Chairman, Committee on tlie Judiciary 
U.S, House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20515 

The Honorable Chuck Grassley 

Ranking Member, Committee on the Judiciary 

United States Senate 

224 Dirksen Senate Office Building 

Washington, DC 20510 

The Honorable John Conyers, Jr, 

Ranking Member, Committee on the Judiciary 
U.S. House of Representatives 
2138 Rayburn Hottsc Office Building 
Washington, DC 205 1 5 

Dear Messrs. Chairmen and Ranking Members: 

Thank you for the leadership that you and your committees have shown in recognizing 
the need to reform the nation’s patent system. America’s patent system must promote 
innovation. It must ensure that companies large and small can devote resources to productive, 
pro-grovidh iimovation in the marketplace instead of burdensome, unjustified patent litigation 
that stifles innovation. 

Yet some entities use patents to tax innovation, not to promote it. Such companies 
accuse innovators of infringement - not to captiue tire value of the patent, but to demand 
settlements based on what their targets would have to .spend to fight them in court, i he 
enormous cost of defending against an infringement allegation raises particular concerns when a 
small business is the defendant. For these businesses, the cost of defense may exceed their 
revenue, all but compelling settlement regardless of the merits. 


‘ See, e.g., Brian T. Yeh, Cong. RESEARCH Serv., R42668, An OvEitviEW OF the “Patent Trolls” 
Deba'IE 1 (2012) (stating that “vast majority” of cases brought by patent a.ssertion entities “end in 
settlements because litigation i.s risky, costly, and disruptive for defendants, and PAEs often offer to settle 
for amounts well below litigation co.sts to make the business decision to settle an obvious one”). 
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We urge you to enact the following patent litigation reform measures, which will make 
patent iitigation more efficient in order to reduce the incentive to bring such nuisance patent 
suits: 


e Genuine notice pleading in patent cases. Under current law, entities that accuse 
innovators of patent infringement need not tell their targets in the complaint which 
claims of the patent they allege are infringed or which products or services allegedly 
infringe, A target that does not know the precise allegations against it can run up 
high, wasteful legal bills pursuing arguments that turn out to be irrelevant once the 
accuser finally makes its case clear. Section 2 of S. 1013 and Section 2 of H.R. 2639 
both aim to correct this problem.^ 

® Efficient management of patent cases, in patent cases, the judge typically issues a so- 
called Markman ruling that construes the terras in the patent claims and lets the 
parties know the patent’s scope. Under current law, expensive discovery often 
happens before that ruling, even though the ruling can render much ot that discovery 
a waste of time and money. Knowing that, some accusers use early discovery 
burdens to force a settiement based on the cost of litigation, rather than the merits of 
the case. We support proposals - .such a,s Section 4(a) of S. 1013 and Section 5 of 
H.R. 2639 - that stay any unnecessary discovery until foe court has told foe parties 
what foe patent covers. 

• Curbing discovery abuse in patent cases. Some patent accusers aim to leverage the 
cost of excessive discovery to force a settlement that has little to do with the merits of 
foe case. We support proposals that, like Section 4(b) of S. 1 01 3, allow for discovery 
of core documentary evidence in patent cases in the usual way, but that require the 
accuser to pay the costs of producing any additional discovery in patent oases. 

* Patent fee shifting. In addition, we also support appropriate fee-shifting reform, The 
Patent Act has included a fee-shifting provision since 1 952. We encourage Congress 
to provide more clarity regarding patent fee shifting. Done correctly, fee-shifting 
reform will deter nuisance patent lawsuits, particuiarly those based on weak patents, 
and ensure fairness in the patent system. 

Reforms to mitigate the estoppel bar for administrative review of issued patents are also 
important, in addition, the reforms above are essential because they will make patent litigation 
less expensive and more efficient. They will help weed out the exploitative cases in which the 
accuser seeks to extract a settlement based on the cost of litigation, rather than on the merits of 
the cases. They will have little impact on cases founded on foe merits of foe patented 
technology, ensiuing that inventors can receive their due reward for their work. W e look 
forward to working with you to ensure that these proposals succeed in freeing the patent system 
to fulfill its function: encouraging innovation and boosting the American economy. 


^ S. 1013 was Introdiicsd by Sen. Comyn on May 22, 2013. H.R. 2639 was ifstroduced by Reps. Farentbold and 
.teffries on July 10, 2013. 



Sincerely, 


ADTRAN, Inc, 

Huntsville, Alabama 

American Consumer Institute 
WasMngton, DC 

Apple Ino. 

Cupertino, California 

Application Developers Alliance 
Washington, DC 

Avaya Inc. 

Santa Clara, California 

BlackBcrry Limited 
Irving, Texas 

BSA I The Software Alliance 
Washington, DC 

Ciena Coiporation 

Hanover, Maryland 

Cisco Systems, Inc, 

San Jose, California 

Coalition for Patent Fairness 
Washington, DC 

Consolidated Communications 
Mattoon, Illinois 

Consumer Action 

Washington, DC 

Consumer Electronics Association 
Arlington, Virginia 

DIRECTV 

El Segundo, California 

DISH Network 

Englewood, Colorado 
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Dropbox, Inc. 

San Francisco, California 

eBay Inc. 

San Jose, California 

Electronic Frontier Foundation 
San Francisco, Califoniia 


Engine 

San Francisco, California 

Entertainment Software Association 
Washington, DC 

Facebook 

Menlo Park, California 

FairPoint Coiranuiiications, Inc. 
Charlotte, North Carolina 


Ford Motor Company 

Dearborn, Michigan 


Frontier Communications Corporation 
Stamford, Connecticut 

Google Inc. 

Mountain View, California 


Groiipon, Ino. 

Chicago, Illinois 

GVTC Communications 

New Braunfels, Texas 

Hawaiian Tclcom 

Honolulu, Hawaii 

Hewlett-Packard Company 
Palo Alto, California 

HTC America 

Bellevue, Washington 
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IBM Corporation 

Armonk, New York 

Juniper Networks, Inc, 

SuniiyvaSe, California 

Limelight Networks, Inc. 

Tempe, Arizona 

Linkedlii 

Mountain View, California 

MediaFire 

Houston, Texas 


Meetup, Inc, 

New York, Now York 


Microsoft Corporation 

Redmond, Washington 

National Retail Federation 
Washington, DC 

NCTA - The National Cable & Telecommunications Association 
Washington, DC 


Nelflix, Ino. 

Los Gatos, California 


New York Tech Meetup 

New York, New York 

North State Coinmunications 

High Point, North Carolina 

NTCA - The Rurai Broadband Association 
Arlington, Virginia 


Oracle 

Redwood City, California 

Personal Dsmocracy Media 
New York, New York 
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Public Knowledge 

WaBhington, DC 

QVC, Itic. 

West Chester, Pennsylvania 

Rackspace 

San Antonio, Texas 

Red Hat, Inc. 

Raleigh, North Carolina 

Safeway Inc. 

Pleasanton, California 

SAS Institute Inc. 

Cary, North Carolina 

Shenandoah Teloooinjmtinic.ations Company 
Edinburg, Virginia 

Southwest Texas Telephone Company 
Roeksprings, Texas 

TechAmerica 

Washington, DC 

Twitter, Inc. 

Son Francisco, California 

USTeiecom Association 
Wa.shington, DC 

Verizon Communications Inc. 

New York, New York 


VIZIO, Inc. 

Irvine, California 

Waterfall Mobile, Inc. 

San Francisco, California 
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Windstream Communications 
Little Rock, Arkansas 

XO Communications 

Herndon, Virginia 

cc; Members of Senate and House Committees on the Judiciary 
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Statement of 

Judge Paul R. Michel (Ret.) 

Prepared for the hearing on 

“H.R. 3309: Improving the Patent System to Promote American Innovation and Competitiveness’' 

Before the 

House Committee on the Judiciary 

October 29, 2013 
10:00 a.m., 2141 Rayburn 


Mr. Chairman and Members of the Committee: 

rhe Committee's effort to increase efficiency in patent litigation is commendable. 1 especially 
appreciate the collaboration to date with all the stakeholders and know it w'ill continue as the bill moves 
forward in the legislative process. 

The importance of improving, but not hobbling, patent infringement suits cannot be overstated. 
That is as true today as at tlie country's founding. Madison and the other founders rated patents so highly 
that they put the authority and duty of Congress to protect inventors’ and authors' rights into the U.S. 
Constitution in Article I, Section Eight, Clause Eight. In fact, they listed it even before the power and 
obligation to raise an Army and Navy'. 

Subsequent history proved the founders' prescience, for economic historians attribute much of the 
economic growth and technological advance of the last 223 years to the strength of patents. From a poor, 
backward, rural nation, America emerged to lead the world in invention, surpassing ail other economic 
and industrial powers. In the 20th century, nearly ail of the 100 most important breakthrougii inventions 
in the W'orld occurred in the United State.s, and most of these under the incentive of patents. 

In the present century, however, the patent system has flagged. Why? First, the rapid and ever 
increasing numbers of patent applications, coupled wdtli an exponential increase in the technological 
sophistication of patent applications, have stressed the resources for the Patent and Trademark Office 
(PTO) and the Federal courts, the main entities charged with enforcing patent rights. Consequently, 
enormous backlogs developed, causing inordinate delays. Getting a patent can now take three, four, or 
even five years, and enforcing it in court even longer. With the pace of technological advances and 
business activity- in today's global market, such delays reduce revenues, sap economic vitality, hinder job 
creation and compromise American competitiveness. These delays should not be tolerated. Along with 
excessive delay's, excessive cost and disruption and uncertainly' plague the system, especially in the 
courts. These are ihc primary sy stemic problems and need effective remedy if the U.S. is to remain a 
major economic power into the future. 

Yet the bill at hand focuses instead on the problem of frivolous lawsuits, which while important 
is, according to the GAO study, secondary'. Measured by outcomes in fully-litigated cases, frivolous 
cases comprise less than 10% of all patent cases; more importantly, the large majority of suits arc by- 
manufacturers, not non-practicing entities (NPEs). Still, abuses do occur, not only in the filing of 
frivolous lawsuits but also in costly abuses by both sides related to discovery and motions practice, all of 
w'hich w'arrant strong remedy'. 
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The challenge for your Committee then is how to curb truly abusive behaviors by some litigants 
without encumbering the enforceability of valid and infringed patents, and without interfering with the 
management of individual suits by the judges presiding over them. 

Although the bill contains many provisions that are entirely salutary, I see two fundamental flaws 
in the case management provisions that will produce dire consequences in their actual implementation. 

First, provisions concerning pleadings, fees, discovery' and stays all multiply the issues requiring 
adjudications, adding measurably to the already excessive complexity of such cases cmd thus increasing 
still further the harmful delays, costs, disruptions and uncertainties. For example, the stringent pleading 
requirements of Section 3 for the "initial Complaint" will lead to motions to dismiss, now ver>' rare, in 
almost every' case. The parties must tlien litigate and the judge must decide if any missing information 
was "known" to the patent owner or, if not known, w'as nevertheless "reasonable accessible." And if the 
Complaint is dismissed, it can be rcfiled, perhaps with only some of tlie gaps filled, possibly leading to 
another round of dismissal litigation. 

Complaints typically allege infringement of multiple patents, each with multiple claim.s, each 
with many limitations and often against multiple products. Consider a case with 5 patents, each with 5 
asserted claims, each with 5 limitations against 5 products. Such numbers are not fanciful. Under the 
bill, if enacted, the initial Complaint must link every limitation to a feature of every accused product, 
specifying as well whether infringement is literal or equivalent, whether direct or indirect, and in the latter 
case, additional details itre required. Do the math and you see such a complaint must contain hundreds, 
likely thousands, of facts in a huge matrix. Seldom will every' box in the matrix be filled. Under the 
proposed bill, any omission will result in dismissal, leading to much wastclul litigation, the very thing the 
bill seeks to minimize. And what if discovery- reveals additional infringing products? Can the complaint 
not be amended, as at present? 

The fee-shifting provision suffers the same flaw: it would require in every case adjudication of 
these issues, (likely following motions, briefing, argument jmd possible discovery and depositions): 
whether the loser's "position" was "substantially justified" and whether imposing fees and costs would in 
any event work an "injustice." 

Not only does this add more cost and delay, but usually it will be futile. My 22 years of 
expericncejudging over a thousand patent appeals suggest that in a large majority of cases the non- 
prevailing party's position, while ultimately unsuccessful, was nevertheless indeed substantially justified. 
Most suits involve close cases. Open and shut disputes usually are resolved privately by the parties 
without filing suit. 

Patent suits already have too many issues, too many motions, too much cost and delay. The bill, 
as written, would further increase all these ills. And it would do so without actually helping those 
defendants wTongly' accused of infringement. Tlie proposed provisions would seldom end a frivolous suit 
on a motion to dismiss and seldom recover fees. 

If the objective of the pleading requirements for the initial Complaint is an early, inexpensive end 
to a frivolous suit, that end can be better achieved by early summary judgment after very limited 
discovery on the single most likely case-dispositive issue, w'hcther eligibility, anticipation, obviousness, 
inadequate disclosure or non-infringement. Trial judges already do so routinely. They can best identify 
such issues with the help of counsel. Leaving such matters to judges and litigators is more effective. 
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The Judicial Conference has already recommended that the much-crilicized Form 1 8 be 
abolished, and the Supreme Court has already required reasonably specific factual allegations in the 
Twomhley and/^/ba/ decisions. Motions to dismiss a Complaint for "failure to state a claim on which 
relief may be granted" would seldom succeed, just as under current law, because the Plaintiff can usually 
add whatever allegations are required. Whether he can prove them sufficiently to survive summary 
judgment or convince a jury is another matter. And, amotion to dismiss a Complaint must be judged on 
its face and without regard to other documents or later-introduced evidence. 

In short, the initial Complaint is not the best stage to try to screen out a frivolous suit. 

As to making the non-prevailing party pay the other side’s reasonable fees and expenses, this too 
enlarges the litigation, not only on new issues like "substantially Justified," but also on what the fees and 
costs are and whether they are "reasonable." Often this will require a separate trial after the trial on the 
merits of inhingement and validity. Again, delays and litigation costs will often be further increased, 
although already excessive. If fees are seldom shifted, then the prevailing pany^ w'ill have to spend more 
and still fail to get compensation. And what of mixed results? Does the court assess who is the 
prevailing party, issue by issue? 

Judges already can and do shift fees, usually against the plainlilTin an unsubstantiated case. 
Perhaps they should do so even more frequently. 'I’he bill could help by simply eliminating from Section 
285 ofthc Patent Act the pre-requisite of finding the case "exceptional." That would be a better remedy. 

The Joinder provision similarly adds new issues, expanding the suit and increasing its costs 
because it requires adjudication of whether the Plaintiffs only "interest" in the patent is for "asserting 
such patent claim in litigation." Most non-practicing entities also conduct licensing activities separate 
from litigating, so the issue will often be close and closely contested. The question whether the party to 
be joined qualifies as an "interested party" may also be close. 

The proposed discovery limits also inleijccl new issues, such as whether the requested discovery 
is actually "necessary" to the resolution of a motion brought prior to a claim constmetion ruling. Since 
many judges treat Markman and summary Judgment simultaneously, the issue of necessity will arise in a 
large portion of cases. 

Likewise, the provision on lifting stays in suits against "customers" adds issues as to whether the 
action against the covered manufacturer will or will not "resolve a major issue" in the suit against the 
customer and whether retaining the stay "unreasonably prejudices" and would be "manifestly unjust" to 
the patent owner. If the Courts were allowed to exercise the broad discretion the law presently affords, 
these issues w'ould be seldom arise. But since the proposed act mandates a stay unless the patent owner 
establishes the above prerequisites to lifting the stay, the issues arc likely to be routinely adjudicated, 
adding delay and cost to both parties. 

The second fundamental flaw of the bill is that the "one size fits all" premise of the case 
management provisions unfairly burdens all patent owners, not just the small segment of non-practicing 
entities the bill is targeting. A belter and fairer approach would be for the bill to deter or punish the small 
segment of non-practicing entities engaged in abusive litigation instead of harming all patent owners. 
Making suits longer, more complex and expensive for defendants and plaintiffs alike defeats the \’cry 
purpose of the bill. More importantly, making valid and infringed patents more difTicult and expensive 
to enforce weakens the value of all patents and reduces their power to incentivize the Investments so 
necessary for innovation-driven growth. 
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Regarding ease management, it should also be noted that the Patent Pilot Program ercated by 
Congress is now well established and operating effectively. In addition to the beneficial specialization of 
the volunteer Judges in J4 districts, the program has spawned new management techniques. Other 
developments include super\dsion of related cases, consolidated for pre-trial purposes, by the .ludiciary's 
Panel on Multi-District Litigation. The Federal Circuit and the Federal .ludicial Center have conducted 
advanced training for pilot program judges and other trial judges. Some twenty districts have now 
developed patent case management rules on a district-wide basis and many judges in other districts do so 
using pre-trial scheduling orders. Perhaps the most promising development of all is the increased use of 
single-issue summary judgment, which saves enormously in tenns of costs and delays. Post-issuance 
reviews under the America Invents Act are weeding out improperly granted patents, ending lawsuit based 
on them. All these developments are continuing to improve efficiency in patent litigation. 

Although beneficial provisions in the bill should remain and need no discussion by me, the 
Committee must ask itself if the proposed case management mandates will not, on balance, do more haim 
than good. 

Finally, fairness as well as efficiency is at stake. The bill abolishes Section 145, the long- 
standing right of an applicant to go to the district court to present new and live evidence on patentability. 
This right is critical in certain cases because the PTO lacks the power of subpoena to obtain third parly 
evidence that district courts have. And it lacks means to hear live testimony, as district courts do. In 
many cases credibility is pul in issue. How better to test it than through live testimony before the fact- 
finder with cross examination? 


CONCLUSION 

The bill's inclusion of so matiy mandates that many judges and patent applicants and owners and 
litigators view as objectionable raises the question whether a more narrowly-tailored approach to the 
limited but real litigation abuses would not be better and fairer. At the very least, I submit, the Committee 
should conduct a series of hearings that include trial judges and senior litigators before acting on this 
proposed legislation. 

I thank the Committee for the opportunity to provide the above observations to assist the 
Committee improve the bill as it seeks to improve patent inlfingemenl suits. 


4 
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InOCPCNOENT COMMUNIIY 
Bankers p/Aaurica* 


October 29. 2012 

Targeted Reforms Needed to Protect 
Communitv Banks from Patent Abuse 


r>n bchalfof tile Independent Community Bankeni of America 4 ICBA) and the nearly 7.000 community 
banks we represent, thank you for convening this im^iotiani hearing on “Improving the Patent System to 
Promote American Innovation and Competitiveness.’' Ibc purpose ol'lhis submission is to explain the 
unique perspective of community banks ajid to provide reenmmendatioas based solely on that 
perspective. IC'RA is an active porlicipani in a diverse coalition representing the greater financial services 
industry and strongly supports their concerns os well. We appreciate the opportunity to put forth our 
views on the issue of abusive patent litigation brought by patent assertion entities (PA (is I. popularly 
referred to as “patent trolling." which assen infringement ofpoor-quality business-method patents agaiitsi 
legitimate businesses, including many community banks. 

According to a recent study, direct costs associated w ith liiigattoti brought by PAEs arc subsianiiaL 
totaling an csiimalcd $29 billion in accrued litigation and non-litigation cost in 201 1 Managing these 
aggressive and frivolous patent lawsuits has become an expensive distraction for an increasing number of 
community hanks that often lack the financial und legal resources to properly dispute these claims, fhese 
claims sap valuable monetary, time and legal resources from community banks, and exhaust resources 
that would otherwise be directed toward serving the financial needs of their customers. PAEs often use 
tbe settlements to build considerable war chests to assert more patent claims against other legitimate small 
businesses, including community hanks. 

ICBA appreciates the elVoas ofCongrcss in 2011 to pass the Lcahy-Smilh America Invents Act. which 
establishes a tran.silional proceeding at the Patent and Trademark Ofllcc (PTO). known as a Section 18 
proccedmg. to re-examine the validity of certain low-quality business method patents. We are encouraged 
by the initial elTorts of the PTO to “stand-up" Section IK und are contldeni that, if made permanent it will 
mature into a v aluable tool to combat these frivolous lawsuits. However. PAEs still pose a signiHcant 
ihrcni to community bonks. We urge ('ongress to strengthen the current Section 1 8 proceeding by making 
it more accessible frir community banks and to provide relief from PAE "demand letters," Congress 
should also toughen current bw to make it clear that vendors must provide appropriate warramies aiuf 
indernnificatiiM) fur patents rcUted to products and services they provide to community banks. 

Demand l.eftei^ 

Community bankers across the country have seen a dramatic increase in the number of demand letters 
they have received friim law firms representing PAEs. The typical letter states that the community bank is 
in violation of a patent or a suite of patents held by the PAE. Oftentimes the PAE is willing to settle or 
sell a sub-license, often a "limited or one-time ofl'er." to the community hunk for using the technology in 
question. These lettcYs are often accompanied hy a list uf patents from the PI () but contain no description 
of what the actual patents are or hovv the community b.ink is in violation. The community banker is llicn 
forced to choose b^ween costly and time-consuming litiguiion to chailmge the patent or compliance w iih 
the demand letter, however frivolous it is. Compliance w ith the demand letter strengthens the PAE's 
incentive to target additional community hanks to extract exorbium und fraudulem ftses. 


' The Direct Costs from NPE Disputes by James Bessen and Michael J. Meurer (Boston Universnv School of Law) 
6/22/12 


One Mission Commumfv Bank.s 
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To address thi« issue, ICUA urges Oxigress to strengthen the current Section 18 pntceeding hy making It 
more Hcccssihlc tor cotnmiimly bonks. We ciirnmemi Judiciary C oinmittec Chainnun GiHxllatte and the 
tniginal cosponsors of H R, JMK). the Innovations Act of 201 i, for including an ICBA-adviKuted 
provision in (he hill that prostdes the PTO with discretion to waive the costly tiling fee required to tntiiiiic 
It Section I H pa»cccding. Absent a waiver, it would he cost prohibitive for community hanks to peltliun 
the PTO in this manner. 

Community banks are also seeking clarity whether receipt ofa demand letter in itself provides the 
recipicni with suHlcicnt grounds to open a Section 1 8 prtKeeding. To the extent (hai there is doubt as lo 
what coastiiuies an accusation of inlringemenl. warranting a Section 1 8 proceeding. Congress .sluHild 
clarify that a demand letter or other prv-liligation coiiimuiiicution erfcctivcty asserts inrHngemcnt Iheruhy 
allow ing the recipient to petition for a review preceding bused on such ii communication 

Demand lettctv are a considerahle drain on a community hank's finite rcsnurces. Any IcgUlulton that 
would increase the accessibility ofa Section 18 proceeding to tlie community banking .sector will bring 
more poor>quatil> business'fncthod patents under review. Legitimate patents have nothing to fear from 
the .Section 18 proceeding. 

l‘*nd fixer tndvmnincationAVaminlccs 

Community hanks oflen white-label products tluu arc purchased from vcndivs to serve llieir customers. 
As “end-users’' of these products and services coinmimtiy h»nk.s should not he on the h<x>k for (he 
Infiringcnteni claims of PAts. 

Community banks are especially vulnerable lo being sued because they lock the resources and market 
power lo fairly negotiate the pnrtccliorw they need when contracting with large .soi^isticated vendors. 
Additionally, the vendors that provide these prvxlucts and services to community banks oRen do not stand 
behind them. As a result, when a community hank is accused of infringement, the vendor, oHen better 
situated to refute the claim, .sits on the sidelines and refuses lo defend their customers. 

To address this problem. Cungrcs.s should amend current luw to ensure tkit vendors that sell products or 
services to community banks provide the appropriate warranties and indemnitlcaiion lo protect the end 
users hum infringeinciu ctainu. 

Closing 

Thank you again for convening this hearing. ICBA is encouraged by the inutKluciion of H.R. and 
we look forward to working with Chairman Uoodlaite and the rest uf lire Judiciary Cominmee to address 
(he proliferation of wtnraniless lawsuits brought hy PAEs ogainst Icgiiimalc small husines.scs including 
many conmiuniiy banks. 


One Mission Communifv EianVs. 
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October 28, 2013 

The Honorable Bob Goodlatte 
Chairman 

Committee on the Judiciary 
U.S. House of Representatives 
Washington, D.C. 20515 


The Honorable Jolin Conyers 
Ranking Member 
Committee on the Judiciary 
U.S. Home of Representatives 
Washington, D.C. 20515 


Re; Tomorrow’s Hearing on H.R. 3309; Improving the Patent System to Promote 
American Innovation and Competitiveness 


Dear Chairman Goodlatte and Ranking Member Conyers: 


On behalf of the National Association of Federal Credit Unions (NAFCU), the only 
national trade association that exclii-sively represents the interests of our nation’s 
federal credit unions, I write in conjunction with tomorrow’s hearing entitled, H.R. 
3309: Improving the Patent System to Promote American Innovation and 
Cofnpeiiliveness. We appreciate the committee’s attention to our nation’s patent system, 
and support several reforms found in the bipartisan Innovation Act (H.R. 3309). 

The Innovation Act (Fl.R. 3309) successfully builds upon the Leahy-Smiih America 
Invents Act [P.L. 1 12-29] to ensure a more efficient patent system, including NAFCU 
supported language that would help protect credit unions from baseless litigation 
involving questionable business method patents. We urge the Committee to keep 
such provisions (including enhanced pleading standards end limits on discovery) 
intact moving forward. It would provide important relief to credit unions by mnking 
it faster and more cost effective to prove that a patent i.s of poor quality in instances 
where it leads to frivolous infringement litigation. 


A growing number of credit unions are reporting receipt of demand letters from law 
firms representing “patent trollers” claiming patent infringement with an option to 
.settle or face litigation. The Transitional Program tor the Review of Covered Business 
Method Patents (CBM program) is an important too! for credit unions in .seeking fairness 
in such situations and should be expanded to include the pre-litigation process. 
Unfortunately, the cairreiit process is cost prohibitive, particularly for smaller credit 
imiojis. In addition to provisions discouraging such a practice to begin with, the 
Innovaiion Aci (H.R. ,3309) includes a fee-waiver provision that would give the Patent 
Office discretion to waive such a fee, increasing the opportunity for small Institutions to 
pi otecl tlicmseives from Ibis organized racket. 


NAFCU I Your Direct Connection tc Education, Advocacy & Advancement 
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Lastly, we appreciate the legisialion^s attention to the CBM program. In addition to 
giving the U.S. Patent Office fee waiver authority described above, the Jtmavaiion Act 
(H.R. 3309) removes the sunset provision in cuiTent iaw tliat woiiid lead to the end of the 
CBM program. While NAFCU supports this effort, we would note that this section also 
limits the scope of patents that can be reviewed to those first to invent patents issued 
before 201 1 . Given how problematic this issue has been for not-for-profit credit unions, 
NAFCU believes that arbitrarily limiting the program could lead to additional and 
unnecessary burden on our members. We are hopeful that this issue can be addressed 
moving forward. 

On behalf of our nation’s credit mrions and their 96 million member owners, we thank 
you for holding this Important hearing. The Innovation Act (H.R. 3309) undoubtedly 
makes the patent review process better for credit unions and we look forward to working 
with the committee as the iegi.s1ative process moves forward. If my staff or I can be of 
assistance to you, or if you have any questions regarding this issue, piease feel free 
to contact myself, or NAFCU’s Director of Legislative Affairs, JilUan Pevo, at (703) 
842-2836. 



Brad Thaler 

Vice President of Legislative Affairs 


cc: Members of the House Committee on the Judiciary 
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October 29, 2013 


The Honorable Bob Goodiatte 
Chairman 

Committee on the Judiciary 
U.S. House of Representatives 
Washington, D.C. 20S15 

Dear Chairman Goodiatte, 

We commend you for introducing HR 3309, the "Innovation Act of 2013," legislation to address the 
continued onslaught of frivolous patent litigation brought by non-practicing entities ("NPEs"). Following 
the successful implementation of the America invents Act of 2011 ("AIA"), the innovation Act holds the 
promise to further constrain the abuse of the patent system by NPEs by ioweringthe overall costs of 
litigation (for both parties) and bringing much needed transparency to the space. We look forward to 
working with you to enhance this legislation to accomplish these important goals. 

Financial institutions of every size have been targeted by NPEs, often referred to as patent trolls, who in 
most cases assert low-quality business method patents through vaguely worded demand letters or 
intentionally vague complaints. Indeed, patent trolls' relatively recent focus on credit unions and 
community banks threatens to pose additional, unwarranted costs on Main Street lenders and the 
communities they serve. Components of the Innovation Act could help alter the business model of trolls 
by removing some of their financial incentive to assert low-quality patents in the hope of quick 
settlements, 

We particularly appreciate your focus on enhanced pleading standards and limits on discovery. 

Enhanced pleading standards will provide much-needed transparency related to the merits or 
weaknesses of a lawsuit. If plaintiffs are required to specifically identify the accused product as well as 
asserted claims and factual basis for infringement, would-be defendants will be better able to make 
determinations regarding licensing or litigation. The limitations on discovery help balance the costs of 
litigation. In addition, the focus around core documents could save would-be defendants from 
exorbitant costs related to document production for documents beyond in the needs of any given 
proceeding. Discovery should not require defendants to provide patent trolls with an unlimited window 
into a company's business operations. H.R. 3309 will help ensure that the discovery process is no longer 
abused. 

We appreciate the attempts you have made to address the concerns of end-users. We, however, 
believe the legislation must go further. Financial firms of all sizes find themselves in litigation as end- 
users given that virtually all business method patents claim a method or process implemented through 
some type of technology. Because it is rare for our technology providers to voluntarily step into a suit 
and stand in the place of their customers, we believe that adding a "right of contribution" or 
"mandatory joinder" to the patent law would enable a more equitable distribution of liability between 
end-users and suppliers. 
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Ftnaily, we appreciate your efforts to Improve the Transitional Program for the Review of Covered 
Business Method Patents ("CBM program"), which you helped create as part of the America Invents Act 
of 2011. We applaud your efforts to ensure that the program is accessible to all applicants by providing 
the Patent and Trade Office ("PTO") with authority to waive the program fee to accommodate 
community banks and credit unions, Smaller financial services providers who have fewer resources to 
deal with demand letters and engage in the lengthy process of fighting the merit-less litigation that 
patent trolls initiate, will particularly benefit from these provisions. It is imperative that financial 
services providers of all sizes have access to the CBM program. In that regard, it would be helpful if the 
Committee could clarify that a demand letter or other pre-litigation communication suggesting that 
infringement may have occurred shall constitute an accusation of infringement giving rise to a real and 
substantial controversy for purposes of a CBM program review. We have attached suggested language 
to accomplish this. 

The legislation, however, limits patents that can be reviewed by the PTO. The bill would limit the CBM 
program to only those patents filed before the AIA- first to invent patents. This change presupposes 
that the patents Issued between 2011 and the expiration of the program in 2018 will all be of 
exceptional quality and in no need of review against the best prior art. It is important to remember that 
the CBM program was created to ensure that patents that could not otherwise be reviewed against the 
best prior art (due to the bar against use and sale prior art in post-grant review) can be reviewed if the 
PTO determines that they are more likely than not invalid . As you know, this is an exceptionally high 
bar, which protects patent holders from abuse and ensures that only the lowest quality patents go 
through a CBM review. To arbitrarily limit the scope of the program to patents that issued before 2011 
is to assume that no low-quality business method patents will issue in the future, an assumption that is 
not warranted given the realities of the patent-granting process. The CBM program is working as 
demonstrated by your desire to codify the Versata decision. Indeed, we believe that the sunset should 
be removed without qualification . To artificially constrain the program is to ensure that low-quality 
business method patents remain in the hands of trolls. 

Thank you for your efforts to improve patent litigation and prevent its misuse. H.R. 3309, the innovation 
Act is an important step forward on which we can build. We appreciate your leadership and look 
forward to working with you and Members of the Committee as the process moves forward. 

Sincerely, 

American Bankers Association 

American insurance Association 

The Clearing House 

Consumer Bankers Association 

Credit Union National Association 

Financial Services Roundtable 

Independent Community Bankers of America 

NACHA— The Electronic Payments Association 

National Association of Federal Credit Unions 

National Association of Mutual insurance Companies 
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TO; Chairman Goodlatte 
FROM: Financial Services Patent Coalition 
ADDENDUM: Proposed Report Language 
DATE: 10/28/13 


There is a lack of consensus among the financial services industry as to whether a demand letter 
qualifies as an accusation of infringement. As a result, we respectfully request the following language 
be Included in the Committee report clarifying the original intent of House Committee Report 112-98 at 
54: 


As part of the 2011 America Invents Act, Congress created a transitional program to implement 
a post-grant proceeding for review of the validity of business method patents used in the 
practice, administration, or management of a financial product or service. As the 
Committee stated in the House Committee Report at the time, Congress intended that a 
petition to initiate a review could be granted if the petitioner is first sued for infringement, or if 
the petitioner is accused of infringement. See Rept. 112-98 at 54. To the extent that there is 
doubt as to what constitutes an accusation of infringement, the Committee clarifies its intent 
that a demand letter or other pre-litigation communication suggesting that infringement may 
have occurred shall constitute an accusation of infringement giving rise to a real and substantial 
controversy, it is the Committee's intent that one may petition for a review proceeding on the 
basis of such communication. 

Thank you for your consideration. 
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The American (nstiiute of Certified Public Accountants (AICPA) would like to thank members 
of the Committee on the Judiciary for tlie opportunity to submit this statement for the record of 
the hearing on the Innovation Act, H.R, 3309, held on October 29, 2013. 

The AICPA is the world’s largest member association representing the accounting profession 
comprised of over 394,000 members in 128 countries and a 125-ye.ar heritage of serving the 
public interest. AICPA members represent many areas of practice, including business and 
industry, public practice, government, education and consulting. The AICPA sets ethical 
standards for the profession and U.S. auditing standards for audits of private companies, 
nonprofit organizations, federal, .state and local governments. It develops and grades the Uniform 
CPA Examination and offers specialty credentials for CPA.s who concentrate on personal 
fioancia! planning; fraud and forensics; business vaiuation; and information technology. 

We applaud the Committee’s efforts to address the increasing problem of abu.sive patent 
litigation. The AICPA has for many months urged Congress to take swdft action on patent 
reforms as it pertains to frivolous patent litigation initialed by some Patent Holding Companies 
(PHCs) and Patent A.ssertion Entities (PAEs), more commonly known as patent trolls. 

As you know, PHCs/PAEs are entities which acquire patents with a goal of finding inventors and 
companies that the P.AE claim.s are infringing one or more of their patents. (It should also be 
noted that some patent aggregators license their aggregated patents to corporations to defend 
against patent litigation, not to initiate it). PAEs license patents wdthout actually manufacturing 
or using the patented service or product. As President Obama has explained, these coraparies 
“don’t actually produce anylhing themselves” and instead develop a busine.s.s model to 
“essentially ievorage and hijack somebody else’s idea and see if they can extort some money out 
of them.” 

Some PAEs are bringing lawsuits against companies regarding patent infringement for mundane 
daily u.se.s of technology, including document scanners, podcasts and Wi-Fi netw'orks. Federal 
Trade Commission Chairwoman Edith Ramirez ha.s noted that patent trolls file half of their 
lawsuits against non-tech companies that simply have IT software embedded in their products. 

In foe last two years, the number of lawsuits brought by PAEs has nearly tripled, and account for 
62% of all patent lawsuits in America, according to a recent White House study. .All told, the 
victims of PAEs paid S29 billion in 20U, a 400% increase from 2005, 

The bipartisan Innovation Act (H.R. 3309), builds on the reforms that were made during the last 
Congress in the America Invents Act, We commend Chairman Goodiatte - the measure’s 
primary sponsor - and the bill’s cosponsors for acknowledging tlrat abuse patent litigation is a 
drag on our economy. As the Chairman ha.s noted, “Everyone from independent inventors, to 
start-ups, to mid and large sized businesses face tlris constant threat.” 

AICPA member firms and state CPA societies are among the many small- and medium-sized 
businesses that have been targeted by PHCs. Many of our members report that they have 
received letters fi'om licensing entities of a PHC, The letters indicate that the member has been 
identified as one that may be using patented technology, and that the purpose of the letter is to 
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begin discussions regarding the need for the purchase of a license to use the patented 
technology. The alleged patent infringement relates to processes and systems involving using a 
copier or scanner to scan and email a document to a computer or other location. 

The letter also includes information that the PHC has had a positive response from the business 
community to its licensing program and that most businesses are mtere.sted in taking a iicense 
promptly. !f the member refuses to pay a iicense fee (some demands are for $1000 per employee) 
or ignores the letter, the PHC, via its attorney, threatens to bring legal action in federal court to 
enforce its patent rights, which includes attaching a draft complaint for pateitl infringement, 

Because many smaller businesses do not have the legal resources to contest such challenges, the 
vast majority of PAE lawsuits are settled out of court. 

!n response to this growing problem - which some have characterized as litigation extortion - we 
favor legislative reforms to the patent system that protect off-the-shelf use by consumers and 

busines.ses, reduce costs and hurdles to defend against PAEs, increase tran,sparency about PAEs, 

and shift costs to PAEs for unsuccessful litigation. 

Let me discuss each of those guiding principles in greater detail. 

Protect “off-the-sheif * use bv consumers and business. 


This principle, in part, a,spires to force the dispute to concern the proper parties: patent owmer vs. 
supplier (rather than the user). Tt would stay judicial proceedings against coiisuraers when a) 
infringement suit lias also been brought against a vendor, retailer, or manufacturer or b) 
declaratory Judgment action has also been brought by a vendor, retailer, or manufacturer. And it 
may allow alleged infringers to potentially pool re.sources with others who receive similar letters 
and determine whether to form a common interest group or collectively leverage a common 
supplier. 

More readily available challenges or d efenses for small businesses ! individ ual 

This principle involves a proposal for an alternate tribunal for small busine.ss or “Main Street” 
customers that is cheaper and faster. To qualify, an entity would have to satisfy some 
qualifications of less than a given number of employees and operation of product only in an off- 
the-shelf use. Quicker adjudication would reduce costs to a challenger. There would be potential 
cost shifting to the patent owner for successful micro-entity challenge in a IPR or PGR 
proceeding if a .suit has been initiated or a demand letter has been sent. There would be a refund 
of filing fees and reasonable attorney fees to the micro-entity for a successful challenge. 

Greater transparency in the entity asserting the patents 

“Real Party in Interest" provisions relating to ownership of patents W'ould be required at the U.S. 
Patent Office, in court, and in demand letters. It would require disclosure of more than a holding 
company. This would allow recipients to better identify a patent owner and pool resources if a 
common real party in interest. 
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A PHC that is a losing party would ultimately pay a defendant’s costs and fees, under this 
principle. If would require a fine-tuned definition of “PHC” - no operations, size of company, 
assets, not original inventor. This W'oiild not prevent demand letter campaign activity, but there 
would some protection for an alleged infringer in the event a suit is filed. 

Together, those four principles represent a solid foundation in reforming the patent litigation 
system, And w'e are pleased to note that several of the principles are addressed in the Innovation 
Act, mo, St notably “off the shelf’ use by consumers and business, transparency, and cost-shifting. 

The AICPA appreciate.s the attention that Chairman Goodlatte, members of the committee and 
c 
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113th (XINCIEESS 
1st Session 


H. R. 3309 


To auiend title 35, United States Code, and tlie Lealiy-Smitli .America Invents 
Act t(.» make iniproveinents and tetdniical corretdions, and for otlier purposes. 


IN THE HOUSE OF EEPEESENTATRT^S 

October 23, 2013 

Mr. Goodlatte (for Inmself, Mr. DePazio, Mr, Coble, Ms, Lofgben, Mr, 
SiiiTH of Texas, Ms. Eshoo, Mr. CtiAB’FETZ, Mr. BACiius, Mr. Marino, 
Mr. Farenthold, and Mr. HOLDING) introduced the following bill; 
which was reierred to the Coniniiliee osi the Judiciary 


A BILL 

To amend title 35, United States Code, and the Leahy- 
Smith America Invents Act to make improvements and 
technical corrections, and for other purposes. 

1 Be it enacted hy the Senate and House of Eepresenta- 

2 fives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE; TABLE OF CONTENTS. 

4 (a) Short Ttti.e. — T his Act may be cited as the 

5 “Innovation Act”. 

6 (b) Table op Contents. — The table of contents for 

7 Ibis Act is as follows: 

Sec. 1. Short title; table of contents, 

Seth 2. Dehnitions. 

Sec. 3. Patent infringement actions. 
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Sec. 4. Transparency of patent ownersliip. 

Se<;. 5. C^istomer-snit exi^eption. 

Sec. 6. I'rocednres and practices to implement and recommendations to tlie Jii- 
(li(!ial (/onfenmce. 

Sec. 7. Small business education, outreach, and information access. 

Sec. 8. Studies on patent ti’ansactions, quality, and examination, 

Sec. 9- Impro'^ements and teclmical corrections to the Lealiy-Smith America In- 
vents Act. 

Sec. 10. Effective date. 

1 SEC. 2. DEFINITIONS. 

2 111 this Act: 

3 (1) Dteector. — Tlie term “Director” means 

4 the Under Secretaiy of Commerce for Intellectual 

5 Property and Director of the United States Patent 

6 and Trademarh Office. 

7 (2) Office. — The term “Office” means the 

8 United States Patent and Trademark Office. 

9 sec. ,3. PATENT INFRINGEMENT ACTIONS. 

10 (a) 1 ’leading Kequirements. — 

11 (1) Amendment. — Chapter 29 of title .35, 

12 United States Code, is amended by iusei-ting after 

13 seetioii 281 the folloMdiig: 

14 “S281A. Pleading requirements for patent infringe- 

15 meiit actions 

16 “(a) Pleading Requirements. — Except as pro- 

17 Uded in subsection (b), in a chil action in which a party 

18 asserts a claim for relief arising under any Act of Con- 

19 gress relating to patents, a party alleging infringement 

20 shall include in the initial complaint, coiuiterdaim, or 

21 cross-claim for patent infringement, unless the informa- 


•HR .33()9 IH 
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1 tioii is not reasonably accessible to such partj', the fol- 

2 lowng’: 

3 “(1) An identification of each patent allegedly 

4 infringed. 

5 “(2) An identification of each claim of each pat- 

6 ent identified under paragraph (1) that is allegedly 

7 infringed, 

8 “(3) rior each claim identified under paragraph 

9 (2), mi identification of each accused apparatus, 

10 product, feature, derice, method, sjricm, process, 

1 1 function, act, seirice, or other instrumentality (re- 

12 ferred to in this section as an ‘accused instruinen- 

13 tality’) alleged to infringe the claim. 

14 “(4) For each accused instmmentalit}^ identi- 

15 tied undei' paragraph (3), an identification with par- 

16 ticularity, if laiowui, of — 

17 “(A) the name or model number of each 

18 accused instramentality; or 

19 “(ri) if there is no name or model number, 

20 a description of each accused instrumentality 

21 that, when used, allegedly results in the prac- 

22 tice of the claimed invention. 

23 “(.5) For each accused instrumentality identi- 

24 tied under paragraph (3), an explanation of — 


.HR .1309 TH 
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1 “(A) where each element of each claim 

2 identified under paragraph (2) is found within 

3 the accused iustniirientality; 

4 “(h>) whether each such element is iu- 

5 fringed literally or under the doctrine of eqiuA'a- 

6 lents; and 

7 “(C) with detailed specificity, how the 

8 terms in each claim identified under paragraph 

9 (2) correspond to the functionality of the ac- 

10 cused instrumentality. 

1 1 “(6) For each claim that is alleged to have been 

12 infiing’ed indirectly, a description of — 

13 ‘‘( A) the direct infringement: 

14 “(15) any- person alleged to be a direct in- 

15 frijLger kuowji to the party alleging- infritige- 

16 nient; and 

17 “(C) the acts of the alleged indirect in- 

18 friiiger that contribute to or are inducing the 

19 direct infringement. 

20 “(7) A description of the right of the party al- 

21 leging infringement to assert each — 

22 “(A) patent identified under paragraydi 

23 (1); and 

24 “(13) patent claim identified under para- 

25 graph (2). 
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1 “(8) A deseription of the principal business of 

2 the party alleging infringement. 

3 “(9) A list of each eornplaint filed, of which the 

4 party alleging infringement has knowledge, that as- 

5 serfs or asserted any of the patents identified under 

6 paragraph (1). 

7 “(10) For each patent identified under para- 

8 gi’aph (1), whether such patent has been specifically 

9 declared as essential, potentially essential, or lia,ving 

10 potential to become essential to any standard-setting 

11 body, and whether the United States Government or 

12 a foreign government has imposed specific licensing 

13 rectuirenients with respect to such patent. 

14 “(b) Inpokmation Not Ueadily Accessible. — ^A 

15 pai'ty required to disclose the information desciibed \mder 

16 subsection (a) shall include with such disclosure a descrip- 

17 tion of any information described under subsection (a) 

18 that is not disclosed, why such undisclosed information 

19 was not readily accessible, and the efforts made by such 

20 party to access such undisclosed information, 

21 “(c) Confidential Inpoiglation. — For good cause 

22 showm by a party required to disclose the information de- 

23 scribed under subsection (a), the court may allow' certain 

24 information that the court determines to be confidential 

25 to be filed under seal. 
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1 “(d) Exemption. — A cml action that includes a 

2 claim for relief arising under section 271(e)(2) shall not 

3 be subiect to the requirements of subsection (a,).’'. 

4 (2) Conforming amendment. — The table of 

5 sections for chapter 29 of title 35, United States 

6 Code, is amended by inserting' after the item I'elating 

7 to section 281 the following new item: 

“281A. Pleadiiig' requiTPineiils for [taienl inri-irigemetii aeiloiis.’h 

8 (b) Fees and Other Expenses. — 

9 (1) Aaientoment. — S ection 285 of title 35, 
10 United States Code, is amended to read as follows: 

I I “§285. Fees and other expenses 

12 “(a) Award. — T he court shall award, to a prevailing 

13 party, reasonable fees and other expenses incun-ed by that 

14 party in connection with a civil action in which any party 

15 asserts a claim for relief arising under any Act of Con- 

16 gress relating to patents, unless the court finds that the 

17 j)ositinn of the nonpi'evailing party or parties was si,ib.staii- 

18 tially justified or that special circumstances make an 

19 aivard unjust. 

20 “(b) KeC()AT 3RY. — If a nonprevailhig' party is unable 

21 to pay reasonable fees and other exjienses awarded by the 

22 court pursuant to subsection (a), the court, may make the 

23 reasonable fees and other exjienses recoverable against any 

24 interested party joined pursuant to section 299(d). 


•HR .S399 IH 



281 


/ 

1 “(c) CO'^T^NANT Not To Sub. — party to a chdl ac- 

2 tion that asserts a claim for relief arising under any Act 

3 of Congress relating to patents against another party, and 

4 that subsequentty unilaterally extends to such other party 

5 a covenant not to sue for infringement \rith respect to the 

6 patent or patents at issue, shall be deemed to be a nonpre- 

7 vailing party (and the other party the prevailing party) 

8 for purposes of this section, unless the party asserting 

9 such daini would have been entitled, at the time that such 

10 covenant was extended, to voluntarily dismiss the action 

1 1 or claim 'without a court, order under link 41 of the Fed- 

12 eral Redes of Civil Procedure.'’. 

13 (2) CONPOEMING AMENDMENT AND AVIEND- 

14 MENT. — 

15 (A) CONFOEMING AJMENDMENT. — The item 

16 relating to section 285 of the table of sections 

17 for chapter 29 of title 35, I’nited States Code, 

18 is amended to read as follows: 

“285. Fees and other esj^enses.''. 

19 (B) Amendment. — Section 273 of title 

20 35, United States Code, is amended by stiiking 

21 subsections (f) and (g). 

22 (3) Effective date. — The amendments made 

23 by this subsection shall take effect on the date of the 

24 enactment of this Act and shall tipyily to any action 

25 for which a complaint is filed on or after that date. 
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1 (e) Joinder op Interested 1’arties. — Section 

2 299 of title 35, United States Code, is amended by adding 

3 at tlie end tbe following new subsection; 

4 “(d) Joinder op Interested Parties. — 

5 “(1) Joinder. — In a chil action arising under 

6 any Act of Congress relating to fiatents, the court 

7 shall grant a motion by a i)arty defending against an 

8 allegation of infringeiiient of a patent claim to join 

9 an interested party if such defending party shows 

10 that the {larty alleging infringement has no snbstan- 

1 1 tial interest in the patent or patents at issue other 

12 than asserting such patent claim in litigation. 

13 “(2) IjTMTTATion on .joinder. — The court may 

14 deny a motion to join an interested party under 

15 paragraph (1) if — 

16 “(A) the interested party is not subject to 

17 sei-vice of process; or 

18 “(B) joinder under paragraph (1) would 

19 deprive tbe court of subject matter jurisdiction 

20 or make venue improper. 

21 “(3) Interested party defined. — I n this 

22 subsection, tbe term ‘interested jiarty’ means a per- 

23 son, other than the party alleging intringement, 

24 that — 
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“(A) is an assignee of the patent or pat- 
ents at issue; 

“(T>) has a, nght, iueluding a contingent 
right, to enforce or subliecnsc the patent or pat- 
ents at issue; or 

‘‘(O') has a direct financial interest in the 
patent or ijatcnts at issue, including the right 
to any part of an award of damages or any part 
of licensing revenue, except that a person with 
a direct financial interest docs not include — 

“(i) an attorney or law firm providing 
legal re[)resentation in the civil action de- 
scribed in paragraph (1) if tlie sole basis 
for the financial interest of the attorney or 
law finn in the patent oi' patents at issue 
arises from the attorney or law firm’s re- 
ceipt of compensation reasonabfy related to 
the provision of the legal representation; or 
“(ii) a yjerson whose sole financial in- 
terest in the patent or patents at issue is 
ownership of an equity interest in the 
party alleging infringernent, unless such 
person also has the right, or ability to influ- 
ence, direct, or control the civil action.”, 

(d) I)TSGOv^^RY Limits. — 
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1 (1) Amendment, — Chapter 29 of title 35. 

2 United States Code, is amended by adding at the 

3 end tlie foDowng new section: 

4 “§ 299A. Discovery in patent infringement action 

5 “(a) Discoa^bry in Patent Inpringbsient Ac- 

6 TTON. — Except as provided in subsectioti (b), in a civil ac- 

7 tioii arising under any Act of Congress relating to patents, 

8 if the court determines that a I'uling relating to the coii- 

9 struction of teims used in a patent claim asserded in the 

10 complaint is itMinircd, discovery shall be limited, until such 

1 1 ruling is issued, to information necessary for the court to 

12 determine the irreaniuig of the terms used in the patent 

1 3 claim, including any interirretation of those terms used to 

14 support, the claim of infringement. 

15 “(b) Discretion To Exi’and Score op Dis- 

16 COVBRY.— 

17 “(1) Timely resolution of actions. — If. 

18 under any provision of Federal law (including the 

19 arnendtrients made by the Diirg Price Coniyretition 

20 and Patent Term Restoration Act of 1984 (Ihrblic 

21 Law 98-417)), resolution within a specified period 

22 of time of a citil action arising rrnder any Act of 

23 Congress relating to patents tvill necessarily affect 

24 the rights of a paiij' with respect to the patent, the 

25 court may [lermit discovery, in addition to the dis- 
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1 coveiy authorized under subsection (a), before the 

2 raling described in subsection (a) is issued as nec- 

3 essary to ensure timely resolution of the action. 

4 “(2) Resolution op motions. — When nec- 

5 essary to resolve a motion properly raised by a party 

6 before a ruling relating to the construction of terms 

7 described in subsection (a), the eourl may allow lim~ 

8 ited discoveiy in addition to the discoveiy authorized 

9 under subsection (a) as necessary to resolve the ino- 

10 tion.”. 

11 (2) Conforming amendment. — The table of 

12 sections foi- chapter 29 of title 35, United States 

13 Code, is amended bv' adding at the end tlie following 

14 new item: 

“29DA. Discox'eiy in patent infHng’etnent action.”, 

15 (c) Effective Date. — Except as otherwise provided 

16 in this section, the amendments made by this section shall 

17 take effect on the date of the enactment of this Act and 

18 shall apply to any action for which a complaint is filed 

19 on or after that date. 

20 SEC. 4. TR.ANSPAKENCY OF PATENT OWNERSH IP . 

21 (a) Amendments. — S ection 290 of title 35, United 

22 States Code, is amended — 

23 (1) in the heading, by striking ‘‘suits’’ and in- 

24 serting “suits; disclosure of interests"; 
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1 (2) by striking “The clerks” and inserting “(a) 

2 Notice op Patent Suits. — The clerks”; and 

3 (3) by adding at the end the following new snlu 

4 sections: 

5 “(b) Initial Disclosuke. — 

6 “(1) Tn (jENERAT.. — E xcept as provided in para- 

7 graph (2), iipion the filing of an initial complaint for 

8 patent intringement, the plaintiff shall disclose to 

9 the Patent and Tradeinarli Office, the court, and 

10 each adverse party the identity of each of the fol- 

1 1 lowing: 

12 “(A) The assignee of the patent or patents 

13 at issue. 

14 “(11) Any entity with a right to sublieense 

15 01 ' enforce the patent or ])atents at issue. 

16 “(C) Any entity, other than the plaintiff, 

17 that the plaintiff knows to have a financial in- 

18 terest in the patent or patents at issue or the 

19 plaintiff. 

20 “(O) The ultimate parent entity of any as- 

21 signee identified under subparagraph (A) and 

22 any entity identified under subparagraphs (B) 

23 and (C). 

24 “(2) Exemption. — The requirements of para- 

25 graph (1) shall not apply with respect to a civil ae- 
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1 tioii filed under subsection (a) that includes a cause 

2 of action described under section 271(e)(2). 

3 “(c) DTBCTiJSTTTfE COMPTJANCE. — 

4 “(1) IhjBLiGLY TRADED. — For pui-poscs of sub- 

5 section (b)(1)(C), if the financial interest is held by 

6 a corporation traded on a public stock exeliano'e, an 

7 identification of the name of the corporation and the 

8 public exchange listing shall satisfy the disclosure re- 

9 (.|uiremeiit. 

10 “(2) Not publicly traded. — F or purposes of 

11 subsection (b)(1)(C), if the financial interest is not 

12 held by a publicly traded corporation, the disclosure 

13 shall satisfy the disclosure requirement if the infor- 

14 matioii identifies — 

15 “(A) in the case of a. partnership, the 

16 natne of the partnership and the natrie and cor- 

17 respondeiice address of each partner or other 

18 entity that holds more than a 5-percent share 

19 of that partnership; 

20 “(B) in the ease of a coi-poration, the 

21 name of the corporation, the location of iiicor- 

22 poration, the address of the principal yilace of 

23 business, and the name of each officer of the 

24 eoi’poration; and 
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1 “(C) for each iiidmdual, the name and 

2 coiTespondence addi-ess of that indmdual. 

3 “(d) Ongoing Duty of Disci.osure to the Pat- 

4 ENT AND Tbademaek Office. — 

5 “(1) In general. — A plaintiff required to sub- 

6 tnit inforrnation under subsection (1)) or a subse- 

7 queut OYTicr of the [)atcnt or patents at issue shall, 

8 not later than 90 days after any change in the as- 

9 aignee of the patent (w patents at issue or an entity 

10 described under subparagraphs (P>) and (D) of sub- 

11 section (b)(1), submit to the Patent and Trademark 

12 Office the updated identifieation of such assignee or 

1 3 entity. 

14 “(2) Faii.ure to comply. — W ith respect to a 

15 patent foi- which the requirement of [)arag'raph (1) 

16 has not been met — 

17 “(A) the plaintiff or subsequent owner 

18 shall not be entitled to recover reasonable fees 

19 and other exjjenses under section 285 or in- 

20 creased damages under section 284 with respect 

21 to infringing activities taking place during any 

22 period of nonconipliance with paragraph (1), 

23 unless the denial of such damages or fees wraild 

24 be manifestly unjust; and 
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“(11) the court shall award to a prevailing- 
party accused of infringement reasonable fees 
and other expenses incurred to discover the up- 
dated assignee or entity described under para- 
gi-aph (1), unless such sanctions -w-oidd be un- 
just. 

“(c) Definitions. — I n this section: 

“(1) Financial interest. — T he term ‘finan- 
cial interest’ — 

“(A) means — 

“(i) with regard to a patent or pat- 
ents, the light of a pei'son to receive pro- 
ceeds related to the assertion of the patent 
or patents, including a fixed or variable 
portion of such proceeds; and 

“(ii) with regard to the plaintiff, di- 
rect or indirect ownership or control by a 
person of more than 5 percent of such 
plaintiff; and 
“(B) does not mean — 

“(i) ownership of shares or other in- 
terests in a mutual or common investment 
fund, unless the owner of such interest 
participates in the management of such 
fund; or 
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1 “(ii) the proprietaiy interest of a pol- 

2 icyholder in a mutual insurance company, 

3 of a depositor in a mutual saAings ussocia- 

4 tion, or a similar proprietary interest, un- 

5 less the outcome of the proceeding could 

6 substantially affect the value of such ititer- 

7 est. 

8 “(2) Proceeding. — The term ‘proceeding’ 

9 means all stages of a civil action, including pretrial 

10 and trial [)rocccdings and appellate review. 

11 “(3) ULTIIvIATE PARENT ENTITY. — 

12 “(A) In general. — Except as ])i'ovided in 

13 subparagraph (B), the term ‘ultimate parent 

14 entity’ has the meaning- given such term in sec- 

15 tion 801.1(a)(3) of title 16, Code of Federal 

16 Eegulations, or any successor regulation. 

17 “(B) Modification op definition. — The 

18 Director may modify the definition of ‘ultimate 

19 parent entity’ by regulation.’’. 

20 (b) Technical and Conforming Amendment. — 

21 The item relating to section 290 in the table of sections 

22 for chapter 29 of title 35, United States Code, is amended 

23 to read as follows: 

■‘200. Notice of patent suits; distrlosure of interests.”, 

24 (c) RegitTjATIONS. — The Director may promulgate 

25 such regulations as are necessary to establish a registra- 
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1 tioii fee in an amount sufficient to recover the estimated 

2 costs of adniinistering subsections (b) through (e) of sec- 

3 tion 290 of title 35, United States Code, as added by snl)- 

4 section (a), to facilitate the collection and maintenance of 

5 the information required by such subsections, and to en- 

6 sure the tiniely disclosure of such information to the pub- 

7 lie. 

8 (d) EfpbCtivb Date, — T he amendments made by 

9 this section shall take effect upon the expiration of the 

10 6-month period beginning on the date of the enactment 

1 1 of this Act and shall apply to any action for which a com- 

12 plaint is filed on or after such effective date. 

1 3 SEC. 6 . CUSTOMER-SUIT EXCEPTION. 

14 (a) Amendment. — Section 296 of title 35, Uihted 

15 States Code, is amended to lea.d as follows: 

1 6 “§ 296. Stay of action against customer 

17 “(a) Stay of Action Against Customer. — Except 

18 as provided hi subsection (d), in any civil action arising 

19 under any Act of Congress relating to yiatents, the court 

20 shall grant a motion to stay at least the portion of the 

21 action against a covered customer related to infringement 

22 of a patent involving a covered jiroduct or process if the 

23 following requirements are met: 

24 “(1) The covered manufacturer and the covered 

25 customer consent in writing to the stay. 
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1 “( 2 ) The covered manufacturer is a party to 

2 the action or to a separate action invohiiig the same 

3 patent or patents related to the same (‘overed prod- 

4 uct or process. 

5 “(3) The covered customer agrees to be bound 

6 by aii.y judgirient entered against the covered tnanii- 

7 faeturcr to the same extent that the covered manu- 

8 faeturer may be bound with respect to issues that 

9 the covei'ed inanufacturer and the covered (aistomer 

10 have in common. 

11 “(4) Tire motion is filed after the first pleading 

12 in the action and not later than 120 days after sei-v- 

1 3 ice of the first pleading in the action that specifically 

1 4 identifies — 

15 “(A) the covered })roduct or {»rocess as a 

16 basis for the alleged infringement of the patent 

17 by the covered customer; and 

18 “(B) how the covered product or process is 

19 alleged to infringe the patent. 

20 “(b) Ai’plicability of Stay. — A stay issued pursu- 

21 ant to subsection (a) shall apply only to the patents, prod- 

22 nets, systems, or components accused of infringement in 

23 the action. 

24 “(c) Lift of Stay. — 
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1 “(1) In general. — stay entered pursuant to 

2 this section may be lifted upon gi-ant of a motion 

3 based on a showing that — 

4 “(A) the action involving the covered maii- 

5 ufacturer will not resolve a iiia,ior issue in suit 

6 against the covered customer; or 

7 “(B) the stay unreasonably prejudices and 

8 would be manifestly unjust to the party seeking 

9 to lift the stay. 

10 “(2) Separate ]vl4nitfactltier action in- 

1 1 VOLVTUD. — In the ease of a stay entered based on the 

1 2 participation of the covered manufacturer in a sepa- 

13 rate action involving the same patent or patents ro- 

14 lated to the same covered product or process, a mo- 

15 tiori under this subsection may only be made if the 

16 court in such separate action determines the show- 

17 ing required under paragraph (1) has been met. 

18 “(d) Exemption. — T his section shall not apply to an 

19 action that inttudes a cause of action described under sec- 

20 tion 271(e). 

21 “(e) Eule op Construction. — N othing in this sec- 

22 tion shall be constnied to limit the ability of a court, to 

23 grant any stay, or expand any stay granted pursuant to 

24 this section, if otheirwse permitted by law. 

25 “(f) Deftnttionb. — III this section; 


•HE .S309 IH 



294 


20 

1 “(1) COAT^BED CUSTOMER. — The term ‘coAered 

2 customer' means a party accused of infringing a pat- 

3 ent or patents in dispute based on a coAered product 

4 or process. 

5 “(2) Co\abred H'LANUFACTurbr. — T he term 

6 ‘covered manuPaeturer’ means a person that tnanii- 

7 facturcs or supplies, or causes the manufacture or 

8 supply of, a coAered product or process or a relevant 

9 part of such prodiuit or process. 

10 “(3) Covered product or process. — The 

1 1 term ‘coA'ered product or process’ means a product, 

12 pr'ocess, system, service, component, material, or ap- 

1 3 paratus, or rclcAunt part thereof, that — 

14 “(A) is alleged to infringe the patent or 

15 [»atents in dispute; or 

16 “(Tj) implements a process alleged to in- 

17 fringe the patent or patents in dispute.”. 

18 (b) Conforming Aaienument. — The table of sec- 

19 tions for chuyjter 29 of title 35, United States Code, is 

20 amended by striking the item relating to section 296 and 

21 inserting’ the following: 

“296. Stay of action ag’ainst enstomer.”. 

22 (c) EFFECTn?E Date. — T he amendments made by 

23 this section shall take effect on the date of the enactment 

24 of this Act and shall ap)ply to any action for AAdnch a coni- 

25 plaint is filed on or after that date. 
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1 SEC. 6. PROCEDURES AND PRACTICES TO IMPLEMENT AND 

2 RECOMMENDATIONS TO THE JUDICIAL CON- 

3 FERENCE. 

4 (a) Judicial Cokfekence Kules and Proce- 

5 DijRES ON Discovery Durdens and ( "osts. — 

6 (1) Rules and procedures. — Tlie Judicial 

7 Coiifereiice of the United States, ushig existing re- 

8 sources, shall develop rales and procedures to imple- 

9 ineut the reciuirements described in })Hragraph (2) to 

10 address the asjunmetries in discoveiy burdens and 

! 1 costs in any civil action arising under aiy Act of 

12 Congress relating to patents. Suc,h rales and proce- 

1 3 diircs shall ineludo liow and when pajinont for docu- 

14 ment discoveiy in addition to the discoveiy of core 

15 docunientary evidence is to occur, and what informa- 

16 tion must bo presented to doraonstrato financial ea- 

17 pacity before permitting document discoveiy in addi- 

18 tion to the discoveiy of core documentaiy evidence. 

19 (2) Rules iund procedures to be consid- 

20 ERED. — The rales and procedures rec[uired under 

21 paragraph (1) shall include each of the following re- 

22 quirements: 

23 (A) Discovery^ of core documentary 

24 BVTDENCE. — Each party to the action is eiiti- 

25 lied to receive core documentaiy evidence and 

26 shall be responsible for the costs of producing 
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core dooumeiitaiy e-vidence within the posses- 
sion or control of each such party. Each party 
to the action may seek nondocutnentaiy dis- 
covciy as othcn^isc provided in the Federal 
Eules of Civil Procedure. 

(B) ETjBCTRONIG OOMMUNTCATTON. — Tf the 
parties determine that the discover}’ of elec- 
tronic communication is iiecessaiy, such dis- 
eoveiy shall occur after the parties have ex- 
changed initial disclosures and core documen- 
tary evidence and shall be in accordance with 
the following; 

(i) Any request for the |.)roduction of 
electronic communication shall be specific 
arrd may irot be a geireral request for- the 
production of information relating to a 
product or business. 

(ii) Each request shall identify the 
custodian of the information requested, the 
search terms, and a time frame. The par- 
ties shall cooperate to identify the proper- 
custodians, the pr’oper search terms, and 
the proper time frame. 

(iii) A par-ty may not submit produc- 
tion requests to more than 5 custodians, 
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unless the parties jointly agree to modify 
the number of production recprests without 
leave of the court. 

(iv) The court may eonsicler contested 
requests for up to 5 additional custodians 
per producing paily, upon a showing of a 
distinct need based on the size, complexity, 
and issues of the case. 

(v) If a patly requests the discoveiy 
of electronic communication for additional 
custodians beyond the limits agreed to by 
the parties or granted by the court, the re- 
questing prarty shall bear aU reasonable 
costs caused by such additional discoveiy. 
(C) Additional docu;ment discoveky. — 

(i) Tn generaTj.— Each party^ to the 
action may seek any additional document 
discoveiy otheredse permitted under the 
Federal Rules of Civil Procedure, if such 
party bears the reasonable costs, including 
reasonable attorney’s fees, of the additional 
d ocu m en t d i scoveryx 


25 
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DOCUMENT DlSCOraiiY. — Unless the par- 
ties nuituajly agree other-wise, no party 
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ma 3 ’ be permitted additional docnnient dis- 
coveiy unless such a party posts a bond, or 
prorndes other security, in an amount suffi- 
cient to cover the expected costs of such 
additional document discoveiy, or makes a 
showing to the court that such party has 
the fiiiaiieial capacity to pay the costs of 
such additional document discoveiy. 

liii) Limits on additional docu- 
ment DiSCOtrBRY. — A couit,, upon motion, 
ma 3 ^ determine that a request for addi- 
tional document discovery is excessive, ir- 
relevant, or otherwise abusive and maj' set 
limits on such additional document dis- 
coverje 

(iv) Good cause modtptcatton. — A 
court, upon motion and for good cause 
shovm, maj^ modify the requirements of 
subparagraphs (A) and (T5) and anj- defini- 
tion under paragraph (o). Not later than 
30 dai^s after the pretrial conference under 
Rule 16 of the Federal Rules of Cirt! Pro- 
cedure, the parties shall jointhr submit anjr 
proposed modifications of the requirements 
of subparagraphs (A) and (B) and an_y def- 
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inition under paragi’aph (3), unless the 
parties do not agree, in which case each 
party shall submit any proposed inodifica- 
tion of such party and a summary of the 
disagreement over the modification. 

(v) Computer code. — A court, upon 
motion and for good cause shown, may de- 
termine that computer code shoidd be in- 
(diided in the discovery of core docuineii- 
tai^’ evidence. The discover}' of computer 
code shall occur after the parties have ex- 
changed initial disclosures and other core 
d oeument ary emdence . 

(D) I)lSCOVT3KY SEQUENCE AND SCOPE. — 
The ])aities shall discuss and a.ddi-ess in the 
vw'itten report filed pursuant to Rule 26(f) of 
the Federal Rules of Civil Procedure the views 
and proposals of each party on the following: 

(i) Wlien the discovnrj' of core docu- 
mentary evidence should be completed. 

(ii) tATiether additional document dis- 
covervr will be sought under subparagraph 

(C). 

(hi) iftiy issues about infringement, 
invalidity, or damages that, if resolved be- 


25 
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fore the additional discoveiy described in 
subparagi-apli (C) commences, might sim- 
plify or streamline the case, including the 
identification of any terms or phrases re- 
lating to any patent claim at issue to be 
eonsti'ued by the court and whether the 
early constractioii of any of those terms or 
[dirases would be helpful. 

(3) Definitions. — this subsection: 

(A) Core docnmentary BtUDSNCE. — In 
this subsection, the term “core doeumentaiy 
evidence” — 

(i) includes — 

(I) documents relating to the 
conception of, reduction to practice of, 
and application for, the jiatent or pat- 
ents at issue; 

(II) documents sufficient to show 
the technical operation of the product 
or process identified in the complaint 
as infringing the patent or patents at 
issue; 

(III) documents relating to po- 
tentially invalidating prior art; 
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(IV) documents relating to any 
licensing of, or other transfer of rights 
to, the patent or patents at issue be- 
fore the date on which the complaint 
is filed; 

(V) docuinents sufficient to show 
profit attributable to the claimed in- 
vention of the patent or patents at 
issue; 

(VI) documents relating to any 
knowledge by the accused infringer of 
the patent or patents at issue before 
the date on which the complaint is 
filed; 

(VUI) documents relating to any 
knowledge by the p)atentee of infringe- 
ment of the patent or patents at issue 
before the date on which the com- 
plaint is filed; 

(Vlll) documents relating to any 
licensing term or pricing commitment 
to which the patent or p>atents may be 
subject through any agcncA^ or stand- 
ard-setting body; and 


•HR 3309 IH 



302 


28 

1 (IX) documents sufficient to 

2 show any marking or other notice pro- 

3 \ided of the patent or patents at 

4 issue; and 

5 (ii) does not include computer code, 

6 except as specified in paragraph (2)(C)(v). 

7 (B) Electronic coMiruNiCATiON. — The 

8 term “electronic communication” means any 

9 form of electronic connnuni(;ation. including 

1 0 email, text message, or instant message. 

11 (4) Implementation by the dtstpjct 

12 OOTTRTS. — Not later tlian 6 months after the date on 

13 which the Judicial Conference has developed the 

14 rales and procedures required by this subsection, 

15 each United States district couit and the Ihiited 

16 States Court of Eederal Claims shall reiise the ap- 

17 plicable local rules for such court to implement such 

18 rales and procedures. 

19 (5) Authority for, judicial conference to 

20 EEWEW AND MODIFY. — The Judicial Conference 

21 shall study the efficacy of the lules and procedures 

22 required by this subsection duidng the first 4 years 

23 following the implementation of such rules and pro- 

24 cedures by the distinct courts and the United States 

25 Court, of Fedei'al Claims. The Judicial Conference 
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1 may modify such rales and procedures folloudug 

2 such d-year period. 

3 (b) JuDiciAT. Conference Patent Case Manage- 

4 MBNT, — The Judicial Conference of the United States, 

5 using existing resources, shall develop case management 

6 procedures to be iinpleinented by the United States dis- 

7 trict courts and the United States Court of Federal Claims 

8 for any civil action arising undei' any Act of Congress re- 

9 lating to patents, including initial disclosure and early case 

1 0 management conference practices that — 

11 (1) will identify any potential dispositive issues 

12 of the ease; and 

13 (2) focus on earfy summaiT,’ judgment motions 

1 4 when resolution of issues may lead to expedited dis- 

15 position of the case. 

16 (c) Revuston of For,m for. Patent Tnfrtnge- 

17 MENT. — 

18 (1) Elimination of form. — The Supreme 

19 Court, using existing resources, shall eliminate Form 

20 18 in the Appendix to the Federal Rules of Civil 

21 Procedure (relating to Complaint for Patent In- 

22 fringement), effective on the date of the enactment 

23 of this Act. 

24 (2) RevisbI) form. — The Supreme Court may 

25 prescril:)e a new form or forms setting out model al- 
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1 legations of patent infringement that, at a minimum, 

2 notify accused infringers of the asserted claim or 

3 claims, llie products or sendees accused of infringe- 

4 ment, and the plaintiffs tlicoiy for how each ac- 

5 cused product or sendee meets each limitation of 

6 each asserted claim. The Judicial Conference should 

7 exercise the authority under section 2073 of title 28. 

8 United States Code, to make recommendations with 

9 respect to such new form or forms. 

10 (d) Protection op Intbllbctuaij-Property Li- 

1 1 CENSES IN Bankruptcy. — 

12 (1) In general. — Section 1.520(a) of title 11, 

13 United States Code, is amended — 

14 (A) in paragraph (3), by striking and’’ 

15 and inserting a semicolon; 

16 (B) in paragraph (4), by striking the pe- 

17 riod at the end and inserting and”; and 

18 (C) by inserting at the end the folloudng 

19 new i:)aragraph; 

20 “(5) section 365(n) applies to intellectual prop- 

21 erfy of which the debtor is a licensor or wliicli the 

22 debtor has transferred.”. 

23 (2) Effective date. — The amendments made 

24 by tills subsection shall take effect on the date of the 

25 enactnient of this Act and shall apply to any action 
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1 for which a complaint is pending on, or filed on or 

2 after, such date of enactment. 

3 SEC. 7. SMALL BUSINESS EDUCATION, OUTREACH, AND IN- 

4 FORMATION ACCESS. 

5 (a) Small Business Education and Out- 

6 REACH. — 

7 (1) KESOURCBS for SILALL BUSINESS. — Using' 

8 existing resources, the Director shall develop edu- 

9 cational resoui'ces for small liusinesses to addi'ess 

10 concerns arising from patent infi’ingcmcnt. 

11 (2) Small business patent ombudsman. — 

12 The Patent Onibudsniari Program established under 

13 section 28 of the Tjeahy-Sraith America Invents Act 

14 (Public La,w 112-29; 125 Stat. 339; 35 U.S.C. 2 

15 note) shall cooi'dinate with the existing small busi- 

16 ness ontreacli programs of the Office to proAode edn~ 

17 cation and awareness on abuswe patent litigation 

18 practices. 

19 (b) Tviproaung Information Transparency for 

20 SiiALL Business and the United States IAtbnt and 

21 Trademark Office Users. — 

22 (1) Web site. — Using existing resources, the 

23 Director shall create a user-friendly section on the 

24 official Web site of the Office to notify the public 

25 when a patent case is brought in Federal court, and 
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1 TOtli respect to each patent at issue in such ease, the 

2 Director shall include — 

3 (A) information disclosed pursuant to sub- 

4 sections (b) and (d) of section 290 of title 35, 

5 United States Code, as added by section 4(a) of 

6 this Act; and 

7 (B) aiw other information the Director dc- 

8 tenniiies to be relevant. 

9 (2) Format. — I n Oi-dei- to promote accessilhiity 

10 for the public, the information described in para- 

1 1 gi-aph ( 1 ) shall be searchable by patent number, pat- 

12 ent a.rt area, and entity. 

13 SEC. 8. STUDIES ON PATENT TRANSACTIONS, QUALITY, 

14 AND EXAMINATION. 

15 (a) Study on SucoNDAitY ALyrket Oversight for 

16 Patent Transactions To Promote Transparency 

17 AND Ethical Business ITiactices. — 

18 (1) Sti;dy required. — The Director, in eon- 

19 sultation ivith the Secretary of Commerce, the Sec- 

20 retaiy of the Treasury, the Chairman of the Seouri- 

21 ties and Exchange Commission, the heads of other 

22 releA'ant agencies, and interested parties, shall, using 

23 existing resources of the Office, conduct a study — 

24 (A) to develop legislative recommendations 

25 to ensure greater transparency and aceount- 
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1 ability in patent transactions occurring on the 

2 seeondaiy market: 

3 (B) to exatnine the economic impact that 

4 the patent sccondarjr market has on the United 

5 States; 

6 (C) to examine licensing and other over- 

7 sight requirements that may be placed on the 

8 patent seeondaiy market. Including on the par- 

9 ticipants in such markets, to ensure that the 

10 market is a level plaUng field and that brokers 

1 1 in the market have the requisite expertise and 

12 adhere to ethical business pi-actices; and 

13 (D) to examine the requirements placed on 

14 other markets. 

15 (2) Submission' of study. — Not later than 1 

16 year after the date of the enactment of this Act, the 

17 Director shall submit a report to the Committee on 

18 the Judiciaiy of the House of Representatives and 

19 file Committee on the Judiciary of the Senate on the 

20 finchngs and recommendations of the Director from 

21 the study required under paragraph (1). 

22 (b) Study on P.vtentb Owned by the United 

23 States Uoyt;rnment. — 

24 (1) Study required. — The Director, in con- 

25 SLiltation with tlie heads of relevant agencies and in- 
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1 terested parties, shall, usmg existing resources of the 

2 Office, conduct a study on patents owned by the 

3 United States Government lluit — 

4 (A) examines how such patents arc li~ 

5 censed and sold, and any litigation relating to 

6 the licensing or sale of such patents; 

7 (B) provides legislative and administrative 

8 reconimendations on whetliei’ there shoTild be 

9 restrictions placed on patents accjuired from the 

10 United States Government; 

1 1 (C) examines whether or not each relevant 

12 agency niairitains adequate records on the pat- 

1 3 cuts owned bj’ such agency, speeifiealU whether 

14 such agency addresses licensing, assignment, 

15 and Goverimieiit grants foi- technology related 

16 to such patents; and 

17 (D) prorides recommendations to ensure 

18 that each relevant agency has an adequate 

19 point of contact that is responsible for rnan- 

20 aging the patent portfolio of the agency. 

21 (2) Eepoet on study. — Not later than 6 

22 months after the date of the enactment of this Act, 

23 the Director shall submit to the Committee on the 

24 Judiciary of the House of liepresentatives and the 

25 Cormiiittee on the Judiciary of the Senate a report 
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1 on the findings and recommendations of the Director 

2 from the study required under paragraph (1). 

3 (c) Study ok Patekt Quat.tty and Access to 

4 the Best Information Duphng Exaaiination. — 

5 (1) GAO STUDY". — The Comptroller General of 

6 the United States shall conduct a study on patent 

7 examination at the Office and the technologies avail- 

8 able to improYe examination and improYe patent 

9 (.|uality. 

10 (2) Contents op the stitdy. — The study rc- 

1 1 quired under paragi-aph ( 1 ) shall include the fol- 

1 2 lowing': 

13 (A) An examination of patent quality at 

14 the Office. 

15 (B) An examination of ways to improve 

16 quality, specifically through technology, that 

17 shall include examining best practices at foreign 

18 patent offices and the use of existing off-the- 

19 shelf technologies to improY'e yiatent exarnina- 

20 tion. 

21 (C) A description of hoYY' patents are clas- 

22 sified. 

23 (D) All examination of procedures iu place 

24 to preYent double patenting through tiling by 

25 applicants in multiple art areas. 
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1 (E ) All examination of the t>=pes of off-the- 

2 shelf prior art databases and search software 

3 used l)y foreiu-n patent offices and ^-ovemments, 

4 particularly in Europe and Asia, and whether 

5 those databases and search tools could be used 

6 by the Office to improve patent examination. 

7 (F) An cxaniination of any other areas the 

8 Comptroller General determines to be relevant. 

9 (3) Report to congress. — Not later tlmu 6 

10 months after the date of the enactment of this Act, 

1 1 the Comp)tro]ler General shall submit to the Com- 

12 mittee on the Jndiciaiy of the House of Represeuta- 

13 fives and the Committee on the Judieiaiy of tlie 

14 Senate a report on the finding’s and recommenda- 

15 tioiis from the study required by this subsection, in- 

16 eluding recommendations for any changes to laws 

17 and regulations that will improve the examination of 

18 patent applications and patent quality, 

I 9 SEC. 9. IMPROVEMENTS AND TECHNICAL CORRECTIONS TO 

20 THE LEAHY-SMITH AMERICA INVENTS ACT. 

21 (a) Repeal op CmL Action To Oltain a Pat- 

22 ENT. — 

23 (1) Repeal. — Section 145 of title 35, United 

24 States Code, is repealed. 

25 (2) Conforming amendments. — 
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(A) Federal circitit jurisdiction. — 
Section 1295(a)(4) of title 28, United States 
Code, is amended — 

(i) in subparagraph (A), by striking 
“except that an applicant or a paity’' and 
all that follows through the end of tlie sub- 
Ijaragraph and inserting the following: “ex- 
cept that a party to a derivation pro- 
ceeding may also have remedy' by civil ac- 
tion pursuant to section 146 of title 35; an 
appeal under this subparagTaph of a deci- 
sion of the Board with respect to a deriva- 
tion proceeding' shall waive the right of 
such partyr to proceed under section 146 of 
title 35;“; and 

(ii) in subparagraph (C), Iw striking 
“section 145, 146, or' and inserting “sec- 
tion 146 or’’, 

(B) FederaIj circuit appeaIj. — Section 
141(a) of title 35, United States Code, is 
amended — 

(i) by stinking “rritw appeal the 
Board’s decision to’’ and inserting “may 
appeal the Board’s decision only to’’; and 

(ii) by striking the second sentence. 
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1 (C) Adjustment of patent tepai. — Sec- 

2 tion 154{b)(l)(A)(iii) of title 35, United States 

3 Code, is amended by strildnu' “section 141, 145. 

4 or 146” and inserting’ “section 141 or 146”. 

5 (D) Clerical amendment. — The table of 

6 sections for cliapter 13 of title 35, United 

7 States Code, is amended by repealing the item 

8 relating to section 145. 

9 (3) Effective date. — The amendments made 

10 bj^ this subsection shall appl}^ to any proceeding in 

1 1 wliieh a decision is made by the Patent Trial and 

12 Appeal Board on or after the date of the enactment 

13 of this Act. 

14 (b) Post -Grant liEtJEW Amendment. — S ection 

15 325(e)(2) of title 35, United States Code is amended by- 
lb striking “or reasonably^ could have raised”. 

17 (c) Use of District -Court Claim Construction 

18 IN POST-GlLtNT IVN'D INTER P.\RTES REVIEWS. 

19 (1) Inter p.^rtes revtew. — Section 31B(a) of 

20 title 35, United States Code, is amended — 

21 (A) in paragraph (12), by striking and” 

22 and inserting a semicolon; 

23 (i>) in paragraph (13), by' striking the pc- 

24 riod at the end and inserting “; and”; and 
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1 (C) by adding at tlie end the following new 

2 paragraph: 

3 “(14) ptrnnding that for all puiyioses under this 

4 chapter — 

5 “(A) each claim of a patent shall be con- 

6 strued as such claim would be in a civil action 

7 to invalidate a patent under sccti(3n 282(b), in- 

8 eluding coiistruing each elaim of the patent in 

9 accordance with the ordinary and customary 

10 meaning of such claim as irndcrst(3od by one of 

1 1 ordinary skill in the art and the prosecution 

12 history pertaiiring' to the patent; and 

13 “(B) if a court has pi’eviously constiTicd 

14 the claim or a claim tei'm in a civil action in 

15 wliich the paterrt owrrer was a party, the Office 

16 shall consider such claim construction.”. 

17 (2) Post-GPw«t review. — Section 326(a) of 

18 title 35, United States Code, is amended — 

19 (A) in paragraph (11), by striking and” 

20 and inserting a semicolon; 

21 (B) in paragraph (12), by striking the pe- 

22 riod at the end arrd inserting and”; and 

23 (C) by adding at the end the following new 

24 paragraph: 
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1 “(13) pro-vdcling that for all pui-poses under this 

2 chapter — 

3 “(A) each daim of a patent shall be eon- 

4 stracd as such claim would be in a eml action 

5 to inwlidate a patent under section 282(b), in- 

6 duding construing each daim of the patent in 

7 accordance with the ordinaiy and customaiy 

8 meaning of such claim as understood by one of 

9 ordinaiy skill in the art and the prosecution 

1 0 liistoiy pertaining to the patent; and 

11 “(11) if a court, has previously construed 

12 the claim or a claim term in a civil action in 

13 wdiieh the patent owmer was a piarty, the Office 

14 shall consider such claim construction.’’. 

15 (3) TECH-NICtVn confokming juviend- 

16 MENT. — Section 18(a)(1)(A) of the Tjealiy-Smitb 

17 America Invents Act (Public Law 112-29; 126 Stat. 

18 329) is amended by striking “Section 321(c)’’ and 

19 inserting “Sections 321(c) and 326(a)(13)”. 

20 (4) Effecttoi date. — The amendments made 

21 by this subsection shall take effect upon the expira- 

22 tion of the 90~day pertod beginning on the date of 

23 the enactment of this Act, and shall apply to any 

24 proceeding under chapiter 31 or 32 of title 35, 
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1 United States Code, for which the petition for review 

2 is filed on or after such effective date, 

3 (d) Codification of the DoubIjF-Patenting 

4 Doctrine for First-1n\t3ntoe~To-File 1’atexts. — 

5 (1) Amendment. — Chapter 10 of title 35, 

6 United States Code, is amended by addinjt at the 

7 end the follmving new section: 

8 “§ 106. Prior art in cases of double patenting 

9 “A claimed invention of a patent issued tinder section 

10 151 (referred to as the ‘first [latent’) that is not [irior art 

11 to a claimed invention of anotlier patent (referred to as 

12 the ‘second [latent’) shall be considered [irior art to the 

13 claimed invention of the second patent for the puipose of 

14 determining the noiiobUousness of the claimed invention 

15 of the second [latent under section 103 if — 

16 “(1) the claimed invention of tiie first patent 

17 was effectively filed under section 102(d) on or be- 

18 fore the effective filing date of the claimed invention 

19 of the second patent; 

20 “(2) either — 

21 “(A) the first patent and second patent 

22 name the same inventor; or 

23 “(B) the claimed invention of the first pat- 

24 ent would constitute prior art to the claimed in- 

25 vention of the second patent under section 
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1 102(a)(2) if an exception under section 

2 102(b)(2) were deemed to be inapplicable and 

3 the claimed invention of the first patent was, or 

4 were deemed to be, effectively filed under seo- 

5 tion 102(d) before the effective tiling date of 

6 the claimed invention of the second patent; and 

7 “(3) the patentee of the second patent has not 

8 disclaimed the rights to enforce the second patent 

9 independently from, and l)eyond the statut(»ry term 

10 of, the first patent.”. 

11 (2) KeGulatiONS. — The Director shall promnl- 

12 gate regulations setting forth the fomi and content 

13 of any disclaimer r'equired for a patent to be issued 

14 in compliance vdtb section 106 of title 35, United 

15 States Code, as added by paragraph (1). Such regn- 

16 lations stiall apidy to any disclaimer filed after a 

17 patent has issued. A disclaimer, when filed, shall be 

18 considered for the purpose of determining the valid- 

19 ity of the patent under section 106 of title 35, 

20 United States Code. 

21 (3) CONFOrtMiNG iUViENDMBNT. — The table of 

22 sections for chapter 10 of title 35, United States 

23 Code, is aiiicndcd by adding at the end the follondiig 

24 new item: 

■' 1 06. Prior art in cases of floiible patenting'.’'. 
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1 (4) Exclusive rule. — ;A patent subject to sec- 

2 tion 106 of title 35, United States Code, as added 

3 by paragTiipb (1), shall not be held invalid on any 

4 nonstatutoiy, double-patenting ground. 

5 (5) Effegtuti date. — The amendments made 

6 by this subsection shall take effect on the date of the 

7 enactment of this Act and shall apply to a patent or 

8 patent application only if both the first and second 

9 patents described in section 106 of title 35, United 

10 States Code, as added by paragraph (1), arc patents 

1 1 or patent applications that are described in section 

12 3(rt)(l ) of the Leahy-Smith America Invents Act (35 

13 U.S.C. 100 note). 

14 (e) CmT3RED llUSIXESS METHOD PaTEKT KE- 

15 VIEWS. — 

16 (1 ) TaMTTATTON; REPEAT,. 

17 (A) Limitation to fikst-to-invtint pat- 

18 ENTS. — Seetion 18(a)(2) of the Leahy-Smith 

19 America Invents Act is amended by strilving 

20 “shall not apply to a patent described in section 

21 6(f)(2)(A) of this Act during the period in 

22 which a petition foi' post-grant revdew of that 

23 patent would satisfy the requirements of section 

24 321(c) of title 35, United States Code” and in- 

25 sertiiig “shall not apply to a patent that is de- 
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1 scribed in section 3(n)(l) of this Act (but is not 

2 described in section 3(n)(2) of this Act)”. 

3 (B) Repeat, of sunset. — Section 18(a) 

4 of the Leahy-Smith iVinerica Invents Act (35 

5 U.S.C. 321 note) is amended by striking para- 

6 graph (3). 

7 (G) EfeeCttve date. — The amendments 

8 made by subparagraphs (A) and (B) shall take 

9 effect on the date of the enactment of this Act. 

10 (2) Definition; clarification. — 

1 1 (A) Definition. — For puiiioses of section 

12 18(d) of the Tjeahy-Bmith America Invents Act, 

13 the words “used in the practice, administration, 

14 or management of a financial product or seiA'- 

15 ice” shall be construed consistently with the iu- 

16 stitution decision of the Patent Trial and Ap- 

17 peal Board of the Ibhted States Patent and 

18 Trademark Office in SAP America, Inc. v, 

19 Versata Dev. Oronp, Tnc., CBM201 2-00001 , 

20 Paper 36 (Januarv^ 9, 2013). 

21 (B) Scope of prior art. — Section 

22 1 8(a)(1 )(C)(i) of the Leahy-Smith America In- 

23 vents Act is amended by striking “section 

24 102(a)” and inserting “subsection (a), (d), or 

25 (e) of section 102”. 
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1 (C) EFFECTraz: DATE, — SubparagTapli (A) 

2 and the amendment made by subparagraph (B) 

3 shall talve effect on the date of the enactment 

4 of this Act and shall apply to any proceeding 

5 pending on, or filed on or after, such date of 

6 enactment. 

7 (3) Authority to w,ArvE pee. — Subject to 

8 available resources, the Director may waive paweiit 

9 of a filing fee for a ti'arisitiorial proceeding described 

10 under section 18(a) of the Tjcalu’-Smith America Tu- 

ll vents Act (35 L'.S.C. 321 note). 

1 2 (f) Cl,ARIFICATION OF TjIMITS ON PATENT TERM AD- 

13 JUSTMENT. 

14 (1) Amendtuents. — Section 154(b)(1)(H) of 
1.5 title 35. United States Code, is amended — 

16 (A) in the matter preceding chmse (i), b}’ 

17 striking’ “not including — and inserthig “the 

18 term of the patent shall be extended 1 day for 

19 each day after the end of that 3-year period 

20 until the patent is issued, not including — 

21 (B) in clause (i), by striking “consumed by 

22 continued examination of the application re- 

23 quested by the applicant'’ and inserting ■‘eon- 

24 sumed after continued examination of the appli- 

25 cation is requested by the applicant”; 
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1 (C) in claiise (iii), by striking the comma 

2 at the end and inserting a period; and 

3 (D) by striking ti)e matter followng clause 

4 (iii), 

5 (2) Effbctto]; date. — The amendments made 

6 by this subsection shall apply to any patent applica- 

7 tion or patent that is pending on, or filed on or 

8 after, the date of the enactment of this Act. 

9 (g) Claeifioation or Jurisdiction. — 

10 (1) In general. — The Federal interest in pre- 

1 1 venting inconsistent final judicial determinations as 

12 to the legal force or effect of the claims in a [)atent 

13 presents a substantial Federal issue that is impior- 

14 ta,nt to the Federal system as a whole. 

15 (2) Afflicability. — P aragraph (1) — 

16 (A) shall appl}^ to all eases filed on, after, 

17 or pending on, the date of the enactment of this 

18 Act; a,nd 

19 (B) shall not apply to a case in which a 

20 h'ederal court has issued a raling on whether 

21 the case or a claim arises under any Act of 

22 Congress relating to patents or plant variety 

23 protection before the date of the enactment of 

24 this Act. 

25 (h) Techntoat, Corrections. — 
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(1) N0\T5LTY. 

(A) Amendment. — Section 102(b)(1)(A) 
of title 35, United States Code, is amended by 
striking’ “the inventor or joint inventor or by 
another” and inserting “the inventor or a joint 
invetitor or another”. 

(B) EffeCTWB date. — The amendment 
made by subparagraph (A) shall be effective as 
if included in the amendment made by section 
3(b)(1) of the, Lcahy-Smith America Invents 
Act (Public Law No. 112-29). 

(2) IN\T3NT0E'S oath or deolaration. — 

(A) Amendment. — Subsection (g)(1) of 
section 115 of title 35, United States Code, is 
amended — 

(i) by striking “claims the benefit” 
and inserting “is entitled, as to each inven- 
tion claimed in the application, to the ben- 
efit”; and 

(ii) in subparagraph (A), by striking 
“meeting the requirements of subsection 
(a) was executed bj’ the indiUdual and was 
filed in connection with the earlier-filed ap- 
plication” and inserting the following: “ex- 
ecuted by or on )>ehalf of the individual 
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was filed in connection with the earlier- 
filed application and meets the require- 
ments of tins section as effective on the 
date such oath or declaration was filed'’. 

(B) Effective date. — The amendment 
made by subparagrapli (A) shall be elTective as 
if included in the amendment made by section 
4(a)(1) of the Lealiy-Sniith America Invents 
Act (Public Law No. 1 12-29). 

(3) Assignee filers. — 

(A) Benefit of earlier filing date; 
RIGHT OF PRIORITY. — Section 119(e)(1) of title 
35, United States Code, is amended, in the first 
sentence, by striking “by an inventor or inven- 
tors named” and inseifing “that names the in- 
ventor or a joint inventor”. 

(B ) Benefit of earlier filing date in 
THE UNITED STATES. — Section 120 of title 35, 
United States Code, is airiended, in the first 
sentence, by striking “names an inventor or 
joint inventor” and inserting “names the inven- 
tor or a joint inventor”. 

(C) EFFBCTltrE DATE. — The amendments 
made by this paragraph shall take effect on the 
date of the enactment of this Act and shall 
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1 apply to any patent application, and any patent 

2 issuing from such application, that is filed on or 

3 after September 16, 2012. 

4 (4) Dbkotiid patents. — 

5 (A) Amendment. — S ection 29i(b) of title 

6 3t5, United States Code, is amended by stribing 

7 “or joint inventor” and inserting “or a joint in- 

8 ventor”. 

9 (B) Effective date. — The amendment 

10 made by subparagraph (A) shall be effective as 

1 1 if included in the amendment made by section 

12 3(h)(1) of the Leahy-Sinith America Invents 

13 Act (Public Law No. 1 12-29). 

14 (.5) Specification. — Notwdthstanding section 

15 4(e) of the Leahy-Smith America Invents Act (Pub- 

16 lie Tjaw 112-29; 125 Stat. 297), the amendments 

17 made by subsections (c) and (d) of section 4 of such 

18 Act shall apply to any proceeding or matter, that is 

19 pending on, or filed on or after, the date of the en- 

20 actment of this Act, 

21 (6) Patent oivnek response. — 

22 (A) Conduct of inter partes rb- 

23 VTBW. — Paragraph (8) of section 316(a) of title 

24 35. United States Code, is amended by striking 
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“the petition under section 318’’ and inserting 
“the petition under section 311”. 

(B) Conduct of post -grant reatew. — 
Baragraph (8) of section 326(a) of title 35, 
United States Code, is amended by striking 
“the petition under section 323” and inserting 
“the petition under section 321”. 

(G) EFPBGTi\rB DATE. — The amendments 
made by tliis paragraph shall take effect on the 
date of the enactment of this Act. 

(7) International applications. — 

(A) Amendments. — Section 202(b) of the 
Patent TiUW Treaties Tmplementation Act of 
2012 (Public Law 112-211; 126 Staf. 1536) is 
amended — 

(i) by striking paragrapli (7); and 

(ii) by redesignating- paragraphs (8) 

and (9) as paragTaphs (7) and (8). 

(B) Effective d.-\te. The arnendnients 
made by subparagraph (A) shall be effective as 
if included in title 13 of the Patent Law- Trea- 
ties IrnjilerneTitation Act of 2012 (Public Law 
112 - 21 ). 
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1 SEC. 10. EFFECTIVE DATE. 

2 Excfifit, ais othoi'wise pi'ovided in this Act, the pi'ovi- 

3 sioiis of this Act shall take effect on the date of the enact- 

4 nient of this Act, and shall apply to any patent issued, 

5 01 - any action filed, on or after that date. 
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